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THE  ASSET  FORFEITURE  PROGRAM:  A  CASE 
STUDY  OF  THE  BICYCLE  CLUB  CASINO 


TUESDAY,  MARCH  19,  1996 

U.S.  Senate, 
Permanent  Subcommittee  on  Investigations, 

Committee  on  Governmental  Affairs, 

Washington,  DC. 

The  Subcommittee  met,  pursuant  to  notice,  at  10:05  a.m.,  in 
room  342,  Dirksen  Senate  Office  Building,  Hon.  William  V.  Roth, 
Chairman  of  the  Subcommittee,  presiding. 

Present:  Senators  Roth  and  Nunn. 

Staff  Present:  Harold  Damelin,  Chief  Counsel  and  Staff  Director; 
Daniel  S.  Gelber,  Minority  Chief  Counsel;  Eric  Thorson,  Chief  In- 
vestigator; Carla  J.  Martin,  Chief  Clerk;  Sallie  Cribbs,  Executive 
Assistant  to  the  Chief  Counsel;  John  H.  Cobb,  Counsel,  Ariadne 
Allan,  Investigator;  Mary  A.  Ailes,  Staff  Assistant;  Stephen  H. 
Levin,  Senior  Counsel;  Kathryn  O'Connor,  Receptionist;  Deborah 
McMahon,  Investigator;  Mark  Webster,  Minority  Investigator;  Tom 
Griffith,  Legal  Counsel;  Monica  Dolin,  Legal  Counsel;  Claudia 
McMurray,  Senator  Thompson;  Verna  Hensley,  Senator  Roth; 
Brian  Tassinari,  Senator  Roth;  Sandra  Bruse,  Senator  Levin;  Brian 
Dettelbach,  Senator  Glenn;  Steven  R.  Valentine,  Senator  Smith; 
David  Huntman,  Senator  Feinstein. 

OPENING  STATEMENT  OF  SENATOR  ROTH 

Chairman  RoTH.  The  Subcommittee  will  please  come  to  order. 

This  morning,  the  Subcommittee  will  examine  one  of  the  most  bi- 
zarre stories  in  our  long  history  of  uncovering  waste,  fraud,  and^ 
mismanagement  in  government  programs.  The  Subcommittee  has 
discovered  that,  as  incredible  as  it  sounds,  the  United  States  Mar- 
shals Service  is  running  a  gambling  casino  and  has  been  doing  so 
for  nearly  6  years.  However,  this  is  not  just  any  gambling  casino. 
The  Marshals  run  the  infamous  Bicycle  Club  Casino  in  Bell  Gar- 
dens, California. 

The  Bicycle  Club  is  no  stranger  to  this  Subcommittee.  During 
hearings  the  Subcommittee  held  in  1991  on  Asian  organized  crime, 
law  enforcement  officials  testified  that  the  Bicycle  Club  was  sus- 
pected of  being  a  money  laundering  center  and  that  the  casino's 
Asian  games  manager  was  suspected  of  hiring  gang  members  to 
work  there.  The  Marshals  ran  the  casino  even  then.  Today,  we  will 
focus  on  this  particular  situation  as  a  case  study  of  the  problems 
plaguing  the  Asset  Forfeiture  Program. 

I  would  like  to  thank  our  distinguished  ranking  member,  Senator 
Nunn,  and  his  staff  for  their  assistance  in  this  investigation. 

(1) 


As  we  will  learn  today,  there  are  many  ironies  in  this  story.  The 
Marshals  Service,  in  effect,  owns  and  operates  the  Bicycle  Club 
under  the  federal  Asset  Forfeiture  Program.  That  program  is  based 
on  federal  laws  that  authorize  the  government  to  seize  property  re- 
lated to  criminal  conduct.  The  Marshals  Service  is  the  bureau  of 
the  Justice  Department  responsible  for  seizing  and  managing  as- 
sets until  they  are  sold  or  disposed  of.  Typically,  the  Marshals  hire 
private  contractors  or  government  trustees  tlu-ough  the  courts  to 
oversee  these  assets,  which  currently  total  over  $1  billion. 

Because  of  the  program's  size  and  because  the  GAO  has  identi- 
fied asset  forfeiture  as  a  high  risk  area  since  1990,  the  Subcommit- 
tee decided  to  examine  this  program.  The  Asset  Forfeiture  Pro- 
gram, in  principle,  can  be  a  valuable  weapon  in  law  enforcement's 
arsenal.  Its  importance  in  the  war  against  crime  is  precisely  why 
we  must  ensure  that  it  is  operated  efficiently  and  effectively. 

We  learned  that  significant  management  problems  persist  and 
that  these  problems  are  often  most  striking  when  the  Marshals 
seize  a  business  and  then  attempt  to  operate  it.  In  recent  years, 
the  Marshals  have  tried  to  run  a  number  of  businesses,  including 
a  huge  run-down  welfare  hotel,  a  vineyard,  a  barbecue  restaurant, 
a  concrete  company,  and  a  minor  league  baseball  team.  But  the 
most  startling  holding  in  the  Marshals'  portfolio  is  the  Bicycle  Club 
Casino. 

The  Marshals  Service  became  a  casino  owner  when  it  seized  the 
Bicycle  Club  in  1990  as  part  of  a  drug  and  money  laundering  case. 
Since  1991,  the  Marshals  have  held  the  controlling  interest  in  the 
casino. 

What  is  the  Bicycle  Club?  It  is  a  legal  California  card  casino,  one 
of  the  largest  of  its  kind,  with  more  than  1,800  employees.  The  Bi- 
cycle Club  offers  gamblers  both  traditional  poker  and  Asian-style 
games  and  is  open  24  hours  a  day,  365  days  a  year.  Hundreds  of 
millions  of  dollars  pass  through  the  casino  annually. 

What  has  happened  at  the  casino  since  the  Marshals  Service  ar- 
rived? Despite  the  Marshals'  6-year  presence,  the  Bicycle  Club  con- 
tinues to  have  many  of  the  same  significant  law  enforcement  prob- 
lems we  heard  about  at  our  1991  hearings.  It  is  still  linked  to 
Asian  organized  crime.  In  1994,  the  Club's  highest-paid  employee 
was  convicted  of  conspiracy,  loan  sharking,  and  extortion  of  patrons 
at  the  casino.  Moreover,  we  will  hear  testimony  that  the  govern- 
ment's trustee  has  turned  a  blind  eye  to  law  enforcement  concerns. 
In  fact,  the  trustee  has  insisted  that  a  felon  convicted  of  skimming 
from  another  casino  be  kept  on  the  Bicycle  Club's  payroll. 

If  that  were  not  enough,  the  State  of  California  has  charged  one 
of  the  casino  partners  with  the  theft  of  millions  of  dollars  from  the 
casino.  In  addition,  there  has  been  a  dramatic  decline  in  casino 
profits,  resulting  in  a  devaluation  of  the  business  that  the  casino's 
other  partners  blame  on  the  Marshals'  and  their  trustee's  manage- 
ment. 

In  spite  of  this  bleak  picture,  the  Marshals  saw  fit  to  pay  nearly 
$325,000  in  salary  and  bonuses  last  year  to  their  trustee,  Harry 
Richard,  who  manages  this  asset.  In  fact,  over  the  course  of  Mr. 
Richard's  3-year  tenure  as  trustee,  the  government  has  paid  him 
a  total  of  nearly  $2  million  in  salary,  bonuses,  and  trustee-related 
expenses.  I  can  only  wonder  what  they  would  have  paid  him  had 


he  been  doing  a  good  job.  And,  even  more  troubling,  witnesses 
today  will  testify  that  Mr.  Richard  treated  this  as  a  part-time  job, 
working  only  2  or  3  days  a  week.  As  the  song  goes,  that  is  nice 
work  if  you  can  get  it. 

Incredibly,  the  story  does  not  end  here.  On  the  eve  of  this  hear- 
ing, the  Marshals  signed  a  letter  of  intent  to  sell  the  government's 
interest  in  the  casino.  Apparently,  it  took  a  Senate  hearing  to  fi- 
nally get  the  Marshals  to  do  something,  but  upon  closer  inspection, 
it  is  still  clear  that  they  seem  to  have  very  little,  if  anything.  In 
reality,  this  letter  of  intent  does  not  put  the  Marshals  any  closer 
to  selling  the  casino  than  any  of  the  other  offers  they  have  re- 
ceived. The  letter  has  no  binding  effect  on  the  parties,  involves  not 
one  dollar  of  earnest  money,  and  totally  ignores  the  existing  part- 
ners' right  of  first  refusal.  The  Marshals  are  still  a  long  way  from 
getting  out  of  the  gambling  business. 

Later  in  this  hearing,  we  will  refer  to  a  Marshals  memo  ^  that 
includes  the  phrase,  "C.Y.A.  U.S. M.S.",  cover  your — I  will  let  you 
read  the  rest  of  it — and  that  appears  to  be  what  the  Marshals  have 
done  here. 

We  are  here  today  to  find  out  why,  after  nearly  6  years,  the  Mar- 
shals have  not  extricated  themselves  from  this  problematic  asset. 
Simply  by  their  presence  at  this  casino,  the  Marshals  have  com- 
promised their  law  enforcement  mission.  Moreover,  any  profits  gen- 
erated by  this  casino  should  have  been  reinvested  into  law  enforce- 
ment operations  and  not  wasted  on  extravagant  salaries  and  un- 
warranted bonuses  for  a  part-time  trustee. 

Taxpayers  deserve  accountability  for  the  actions  of  their  govern- 
ment agencies.  We  need  to  know  who  has  been  responsible  for  al- 
lowing the  situation  at  the  Bicycle  Club  to  continue  unchecked  for 
so  long. 

This  morning,  representatives  from  the  GAO  will  provide  an 
overview  on  the  Asset  Forfeiture  Program  and  explain  why  it  has 
continued  since  1990  to  be  a  "high  risk"  program.  We  will  then 
hear  from  a  panel  of  three  individuals  who  know  the  casino  well: 
the  former  attorney  for  the  trustee  and  the  casino,  the  casino's  cur- 
rent General  Manager,  and  its  current  Director  of  Security.  Next, 
we  will  hear  witness  testimony  from  the  casino's  former  Asian 
games  manager,  now  a  federal  prisoner.  Finally,  we  will  hear  from 
the  trustee  and  conclude  with  testimony  from  the  Department  of 
Justice  officials,  including  the  Director  of  the  Marshals  Service. 

It  ought  to  be  painfully  obvious  that  the  government  should  not 
hold  and  manage  businesses  for  any  longer  than  is  absolutely  nec- 
essary. As  gamblers  say,  you  have  to  know  when  to  hold  them. 
Clearly  for  the  Marshals,  it  is  past  time  to  fold  them.  We  cannot 
afford  for  this  to  continue. 

Senator  Nunn? 

OPENING  STATEMENT  OF  SENATOR  NUNN 

Senator  Nunn.  Thank  you  very  much.  Chairman  Roth,  for  hold- 
ing this  hearing  on  this  important  program  and  this  series  of  prob- 
lems that  have  come  up  concerning  the  program.  I  commend  you 
and  your  staff  for  your  efforts  to  promote  the  efficient  management 

'The  document  referred  to  was  marked  Exhibit  #10  and  can  be  found  on  page  132. 


of  the  Asset  Forfeiture  Program.  Our  association,  Mr.  Chairman, 
on  this  Subcommittee  goes  back  many  years  and  I  look  forward  to 
continuing  that  relationship. 

Unfortunately,  I  am  going  to  have  to  leave.  We  have  the  CINCs 
from  around  the  world  testifying  before  the  Armed  Services  Com- 
mittee and  I  am  not  going  to  be  able  to  be  here,  but  I  will  be  in 
and  out  as  much  as  I  can. 

Mr.  Chairman,  the  Asset  Forfeiture  Program  operates  under  one 
basic  premise,  crime  should  not  pay.  Its  purpose,  therefore,  is  to 
separate  the  criminal  from  his  or  her  ill-gotten  gain.  It  permits  the 
government  to  force  criminals  and  criminal  organizations  to  forfeit 
the  money  and  property  associated  with  their  crimes. 

The  program  has  another  feature  that  makes  a  great  deal  of 
sense  to  me.  It  allows  the  Federal  Government  to  share  with  local 
communities  their  fair  share  or  equitable  portion  of  these  seized  as- 
sets. The  community  that  suffers  from  crime  is  given  some  portion 
of  the  would-be  profits  of  the  crime  to  rededicate  to  law  enforce- 
ment purposes.  The  funds  generated  by  crime  are  thus  used  to 
fight  crime. 

There  are  a  number  of  instances  in  the  State  of  Georgia  that  I 
could  give  that  have  greatly  benefitted  local  government.  I  believe 
the  sum  is  $51  million  in  property  and  funds  that  have  been  re- 
turned to  Georgia  law  enforcement  since  1986  and  $1.6  billion  has 
been  distributed  nationally  to  local  law  enforcement  in  that  same 
period  of  time. 

The  difficulty  is  that  criminals  do  not  always  keep  their  profits 
in  bank  accounts  or  in  brown  paper  bags  that  can  be  easily  for- 
feited. Often,  the  asset  of  a  criminal  organization  or  the  proceeds 
of  criminal  misconduct  are  invested  in  something  that  is  not  so 
neatly  managed,  like  real  estate  or  some  ongoing  business. 

History  tells  us  that  criminals  invest  in  many  enterprises  and 
properties  that  pose  unique  and  difficult  challenges.  Since  1986, 
among  the  thousands  of  assets  seized  by  the  United  States  Mar- 
shals Service  are  included,  as  you  noted,  Mr.  Chairman  a  sports 
team,  car  lots,  numerous  hotels,  bars,  restaurants,  and  even  race 
horses.  Further,  often  the  criminal  does  not  own  the  entirety  of  the 
property.  In  many  instances,  there  are  third  parties  such  as  banks 
or  individuals  who  may  be  innocent  investors,  greatly  complicating 
the  forfeiture. 

This  presents  numerous  problems  for  the  Justice  and  Treasury 
Department  in  the  administration  of  the  Forfeiture  Program  and 
certainly  for  the  Marshals  Service.  If  the  government  does  not  own 
the  asset  in  its  entirety,  what  exactly  is  its  interest?  How  can  it 
recoup  the  value  of  the  property?  If  the  property  is  an  ongoing 
business,  how  should  the  property  be  maintained  in  order  to  pre- 
serve its  value? 

I  would  note  that  of  the  26,000  seized  assets  by  the  Marshals 
Service,  only  a  few  actually  were  businesses  that  required  the  Mar- 
shals to  manage  them,  and  that  is  fortunate.  Nonetheless,  their 
conduct  in  managing  these  assets,  some  of  which  are  very  valuable, 
should  be  carefully  scrutinized,  as  this  hearing  will  do.  The  govern- 
ment cannot  shy  away  from  seizing  properties  because  of  the  com- 
plexity of  the  seizure.  The  Justice  and  Treasury  Departments  can- 


not  say  to  the  criminals,  put  your  money  in  a  complex  business  and 
we  will  not  seize  it.  That  will  not  work. 

Unfortunately,  over  the  past  few  years,  the  Forfeiture  Program 
has  found  itself  on  the  General  Accounting  Office  list  of  govern- 
mental programs  that  are  at  high  risk  for  waste  and  abuse.  I  be- 
lieve that  the  Marshals  Service  has  devised  steps  to  manage  and 
dispose  of  properties  more  effectively,  including  revising  procure- 
ment policies  and  reviewing  procedures  for  contract  managing. 

These  initiatives,  I  hope,  will  improve  the  program  and  I  encour- 
age the  Marshals  Service  to  continue  to  increase  its  emphasis  on 
the  strategic  planning  and  marketing  of  the  real  property.  I  also 
encourage  them  to  look  carefully  at  the  General  Accounting  Office 
critiques  of  this  program  as  well  as  what  the  staff  has  developed 
here,  the  majority  staff,  in  revising  and  making  changes  as  re- 
quired. 

Toda/s  hearings  will  focus  on  the  government's  management  of 
the  assets  it  seizes  through  the  Forfeiture  Program.  The  case  study 
we  will  be  examining  is  the  Bicycle  Club  Casino  in  California.  The 
Bicycle  Club  was  seized  by  the  Marshals  in  1990  after  the  inves- 
tigation and  prosecution  of  a  marijuana  smuggling  gang  that  oper- 
ated in  South  Florida  and  throughout  the  United  States. 

The  hearing  will  examine  the  difficulty  the  Government  has  had 
in  managing  this  specific  property.  We  will  learn  about  the  dif- 
ficulty the  Marshals  had  in  perfecting  their  ownership  interest,  the 
attempted  and  aborted  sale  of  the  government's  interest  in  the  ca- 
sino, the  problems  the  Marshals  had  with  the  casino  management, 
and  finally,  the  misconduct  that  occurred  at  the  casino,  which 
Chairman  Roth  has  alluded  to,  while  it  has  been  under  partial  gov- 
ernment ownership. 

While  I  recognize  that  this  business  poses  unique  management 
challenges,  it  is  my  hope  that  a  reconstruction  of  the  handling  of 
this  forfeiture  will  assist  the  Justice  and  Treasury  Department  in 
revamping  their  program  in  terms  of  seized  properties  in  the  future 
and  making  whatever  changes  are  required. 

Mr.  Chairman,  I  will  be  here  as  much  as  possible.  I  congratulate 
you  and  the  majority  staff  and  I  look  forward  to  getting  all  the 
facts  that  will  come  out  of  the  hearing. 

Chairman  RoTH.  Thank  you  very  much,  Senator  Nunn. 

Our  first  witnesses  are  from  the  General  Accounting  Office, 
which  has  identified  asset  forfeiture  as  a  high  risk  Federal  pro- 
gram. It  has  been  on  the  list  of  high  risk,  as  I  understand  it,  since 
1990. 

Testifying  today  will  be  Laurie  E.  Ekstrand,  the  Associate  Direc- 
tor for  the  Administration  of  Justice  in  the  General  Government 
Division;  James  M.  Blume,  Assistant  Director  of  the  General  Gov- 
ernment Division;  and  Gary  T.  Engel,  Assistant  Director  of  the  Ac- 
counting and  Information  Management  Division. 

Welcome.  As  you  know,  all  witnesses  are  sworn,  so  would  you 
please  rise  and  raise  your  right  hand. 

Do  you  swear  that  the  testimony  that  you  will  give  before  this 
Subcommittee  is  the  truth,  the  whole  truth,  and  nothing  but  the 
truth,  so  help  you,  God? 

Mr.  Blume.  I  do. 

Dr.  Ekstrand.  I  swear. 


Mr.  Engel.  I  do. 

Chairman  Roth.  Thank  you.  Please  be  seated  and  please  pro- 
ceed. 

TESTIMONY  OF  LAURIE  K.  EKSTRAND,  Ph.D.,i  ASSOCIATE  DI- 
RECTOR, ADMINISTRATION  OF  JUSTICE  ISSUES,  GENERAL 
GOVERNMENT  DIVISION,  GENERAL  ACCOUNTING  OFFICE; 
ACCOMPANIED  BY  JAMES  M.  BLUME,  ASSISTANT  DIRECTOR, 
GENERAL  GOVERNMENT  DIVISION,  AND  GARY  T.  ENGEL,  AS- 
SISTANT DIRECTOR,  ACCOUNTING  AND  INFORMATION  MAN- 
AGEMENT DIVISION 

Dr.  Ekstrand.  Thank  you,  Mr.  Chairman.  With  your  permission, 
I  would  like  to  give  a  brief  oral  statement  and  submit  my  full  state- 
ment for  the  record. 

Chairman  ROTH.  Without  objection. 

Dr.  Ekstrand.  I  am  very  pleased  to  be  here  today  to  discuss  the 
Asset  Forfeiture  Programs  of  the  Department  of  Justice  and  Treas- 
ury, programs  with  combined  receipts  in  fiscal  year  1994  of  over 
$700  million  and  a  seized  asset  inventory  worth  almost  $2  billion. 
These  programs  are  intended  to  punish  and  deter  criminal  activity 
by  depriving  criminals  of  property  used  or  acquired  through  illegal 
activities  and  to  make  seized  property  available  as  assets  to 
strengthen  law  enforcement.  Seized  and  forfeited  property  include 
businesses,  cash,  cars,  jewelry,  real  estate,  and  many  other  items 
of  value. 

Drugs  and  counterfeit  items  are  also  seized,  which,  of  course, 
have  no  resale  value  to  the  government.  These  latter  items  are 
typically  destroyed  or  otherwise  disposed  of  when  they  are  no 
longer  needed.  The  U.S.  Marshals  Service  for  the  Justice  agencies 
and  the  U.S.  Customs  Service  for  Treasury  agencies  are  responsible 
for  holding  and  maintaining  property  that  has  been  seized  until  it 
is  disposed  of  or  sold. 

One  example  of  a  business  that  the  Marshals  Service  seized  and 
continues  to  operate  is  the  Bicycle  Club  a  card  casino  in  Bell  Gar- 
dens, California.  The  Club  was  seized  in  1990  and  continues  to  be 
held  today.  According  to  the  Marshals  Service,  in  November  1994, 
it  accepted  an  offer  to  buy  the  Club  but  the  prospective  buyer  was 
not  able  to  secure  financing.  During  the  last  3  years,  the  Marshals 
Service'  net  income  has  declined  from  $23  million  in  1993  to  $19 
million  in  1994  and  to  $14  million  in  1995. 

The  Marshals  Service  uses  a  trustee  to  manage  its  interest  in  the 
Club.  The  current  trustee  was  appointed  in  1993  and  last  year  was 
paid  about  $322,000,  about  two-thirds  of  which  is  salary  and  one- 
third  bonus.  His  total  compensation  is  higher  than  that  of  any  Fed- 
eral employee. 

As  you  know,  GAO  first  designated  the  Asset  Forfeiture  Pro- 
grams in  both  of  these  agencies  as  high  risk  in  1990  because  they 
were  characterized  by  both  mismanagement  and  internal  control 
weaknesses.  Specifically,  we  noted  enormous  growth  in  seized  asset 
inventories,  a  history  of  debilitating  internal  control  problems  lead- 
ing to  mismanagement  of  seized  cash  and  the  inability  to  maximize 
revenues  on  hundreds  of  millions  of  dollars  worth  of  seized  assets. 


1  The  prepared  statement  of  Dr.  Ekstrand  appears  on  page  63. 


We  also  cited  a  lack  of  expertise  in  real  property  law  and  manage- 
ment to  adequately  handle  the  complex  issues  that  arise  in  the 
transfer  of  title  for  forfeited  properties. 

Although  some  improvements  in  the  programs  have  been  made 
since  then,  our  1995  high  risk  report  series  again  included  the 
Asset  Forfeiture  Programs.  Let  me  speak  briefly  about  our  major 
areas  of  continuing  concern. 

First,  in  1993,  the  Justice  OIG  reported  mismanagement  by  the 
Marshals  Service  in  maintaining  and  disposing  of  property,  result- 
ing in  excessive  costs  and  lost  revenues  of  almost  $2.8  million  in 
the  six  districts  they  reviewed.  Lack  of  effective  Marshals  Service 
oversight  of  real  property  management  was  cited  as  the  reason  for 
most  of  this  loss. 

In  1994,  the  OIG  reported  that  the  Marshals  Service  had  not  dis- 
posed of  forfeited  property  expeditiously,  allowing  properties  to  de- 
teriorate, thus  resulting  in  lost  revenue  when  it  was  sold.  They  re- 
ported that  the  Marshals  Service  was  taking  steps  to  address  some 
of  these  problems. 

The  Anti-Drug  Abuse  Act  of  1988  required  that  the  Attorney 
General  and  the  Secretary  of  the  Treasury  develop  and  maintain 
a  joint  plan  to  coordinate  and  consolidate  post-seizure  administra- 
tion of  property  seized  for  drug-related  offenses.  In  1991,  we  rec- 
ommended this  consolidation  for  all  non-cash  seized  property,  des- 
ignating the  Marshals  Service  as  the  custodian.  We  estimated  the 
administrative  costs  could  be  reduced  11  percent  annually  if  the 
two  agencies  consolidated  post-seizure  management  and  the  dis- 
position of  items. 

We  also  reported  that  consolidation  would  be  likely  to  reduce 
contractor  costs  as  a  result  of  economies  of  scale.  According  to  Jus- 
tice and  Treasury,  the  1992  legislation  that  established  a  separate 
Treasury  fund  complicated  the  potential  for  consolidation. 

At  present,  the  two  agencies  have  no  plan  for  consolidation  of 
asset  management  disposition  functions.  We  still  believe  that  con- 
solidation of  asset  management  functions  would  save  money,  and 
we  also  believe  that  there  are  other  administrative  aspects  of  the 
programs  that  would  save  money  if  they  were  consolidated,  as  well. 

In  summary.  Justice  and  Customs  operate  two  programs  that  in- 
volve a  great  deal  of  money,  other  items  of  value,  and  contraband, 
such  as  drugs.  All  of  these  items  require  rigorous  custodial  care 
and  tracking  to  ensure  that  they  do  not  deteriorate  in  value  or  they 
are  not  lost  to  theft.  Thus,  there  is  a  need  for  enhancements  to 
seized  property  tracking  systems  and  an  implementation  of  addi- 
tional policies  and  procedures  to  help  ensure  adequate  accountabil- 
ity and  stewardship  for  seized  property.  We  see  no  evidence  that 
would  lead  us  to  conclude  that  Justice  and  Treasury  should  not  ag- 
gressively pursue  options  for  efficiency  gains  through  consolidation, 
as  required  by  the  law. 

This  concludes  my  oral  statement  and  my  colleagues  and  I  would 
be  pleased  to  answer  any  questions  you  may  have. 

Chairman  ROTH.  Thank  you  very  much  for  your  statement.  Dr. 
Ekstrand.  As  I  understand  what  you  said,  since  1990,  the  Asset 
Forfeiture  Program  has  been  characterized  by  the  General  Account- 
ing Office,  which  is  our  watchdog,  as  a  high  risk  program. 

Dr.  Ekstrand.  That  is  correct. 
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Chairman  ROTH.  Could  you  make  clear  and  define  for  us  what 
we  mean  by  a  high  risk  program? 

Dr.  Ekstrand.  It  is  a  program  that  has  a  great  potential  for 
waste,  fraud,  and  abuse.  This  is  a  program  that  involves  a  wide  va- 
riety of  very  valuable  assets  in  their  inventory,  almost  $2  billion 
worth.  A  lot  of  people  would  like  to  have  those  assets.  So  if  systems 
are  not  in  place  to  ensure  that  only  the  proper  people  have  them, 
there  is  a  big  potential  for  problem. 

Chairman  Roth.  Is  it  not  correct  that  under  the  regulations  that 
have  been  issued  under  the  Asset  Forfeiture  Program  by  Justice, 
that  the  assets  are  to  be  liquidated  as  rapidly  as  feasible,  or  words 
to  that  effect? 

Dr.  Ekstrand.  We  know  that  they  have  a  policy  that  calls  for 
prompt  liquidation.  We  are  not  aware  of  a  specific  timetable  for  liq- 
uidation. 

Chairman  RoTH.  No,  I  was  not  suggesting  that,  but  I  think  the 
regulations  do  provide  for  expeditious  disposal  of  assets,  without 
setting  any  specific  time  limit. 

Dr.  Ekstrand.  That  is  correct. 

Chairman  RoTH.  As  I  understand  it,  the  General  Accounting  Of- 
fice has  urged  and  recommended  consolidation  of  the  programs  ad- 
ministered by  Treasury  and  by  Justice,  stating  that  savings  could 
be  as  high  as  11  percent,  is  that  right? 

Dr.  Ekstrand.  Eleven  percent. 

Chairman  ROTH.  One  of  the  problems  has  been  in  the  area  of  ac- 
counting. Accounting  obviously  is  important  to  know  what  assets 
you  have,  but  the  other  side  is  equally  important,  where  you  have 
illegal  substances,  to  know  what  resources  are  there  so  that  you 
can  ensure  that  they  are  not  misused  and  abused.  Would  you  care 
to  comment  on  what  you  found  in  those  areas? 

Dr.  Ekstrand.  Our  most  recent  work  has  been  in  the  area  of 
Customs,  where  we  found  that  there  were  some  weaknesses  in 
terms  of  their  tracking  systems.  We  have  recommended  that  those 
weaknesses  be  tightened  up.  Anytime  that  there  is  a  situation 
where  assets  of  any  kind,  including  drugs,  can  be  just  plain  lost  in 
the  system,  that  affords  the  opportunity  for  theft. 

Chairman  RoTH.  Do  Customs  or  the  Marshals  Service  have  the 
necessary  expertise  to  operate  large  sophisticated  businesses  like 
the  Bicycle  Club? 

Dr.  Ekstrand.  It  is  probably  not  reasonable  to  expect  that  they 
would.  They  are  U.S.  Marshals  and  not  business  persons,  so  it  is 
unlikely  that  they  would  be  able  to  manage  a  business  such  as 
that. 

Chairman  RoTH.  As  I  mentioned,  the  Department  of  Justice's 
guidelines  direct  the  Marshals  Service  to  sell  forfeited  assets 
promptly.  The  Marshals  Service  seized  the  Bicycle  Club  Casino 
nearly  6  years  ago,  so  would  you  say  that  the  Marshals  are  comply- 
ing with  these  guidelines? 

Dr.  Ekstrand.  It  is  hard  to  say  that  6  years  is  promptly.  Six 
years  seems  longer  than  promptly.  Again,  there  is  no  set  criteria 
as  to  how  many  years  it  is  appropriate  to  hold  an  asset,  but  it  does 
seem  reasonable  that  sales  should  not  be  delayed.  If  there  is  a 
chance  of  increasing  profits,  the  most  important  thing  is  probably 
to  sell  the  asset  at  a  reasonable  amount. 


Chairman  RoTH.  Dr.  Ekstrand,  a  recent  GAO  report  requested 
by  Senator  Nunn  observed  that  casinos  have  become  more  vulner- 
able to  money  laundering.  In  light  of  your  recent  report,  do  you 
think  running  a  gambling  casino  for  6  years  has  been  an  appro- 
priate activity  for  the  U.S.  Government? 

Dr.  Ekstrand.  In  fact,  the  media  has  reported  that  the  Bicycle 
Club  was  levied  a  fine  of  $4.6  million  from  the  Internal  Revenue 
Service  for  failure  to  comply  with  cash  transaction  reporting  re- 
quirements. I  understand  that  this  was  settled  for  about  $700,000. 
But  in  our  report,  we  did  note  that  casinos  are  a  fast-paced  envi- 
ronment with  lots  of  money  changing  hands  and  that  it  is  an  envi- 
ronment that  could  lend  itself  to  money  laundering. 

Chairman  RoTH.  Dr.  Ekstrand,  based  on  GAO's  in-depth  work  in 
this  area,  what  changes  would  you  recommend  making  in  the  Asset 
Forfeiture  Program  so  that  it  works  more  efficiently  and  effec- 
tively? 

Dr.  Ekstrand.  We  strongly  believe  that  all  steps  should  be  taken 
to  improve  internal  controls  to  try  to  prevent  any  waste,  fraud,  and 
abuse  in  the  program.  We  have  long  advocated  that  the  Marshals 
Service  and  Customs  consolidate  the  management  of  these  assets 
so  that  they  can  save  money. 

Chairman  RoTH.  Senator  Nunn? 

Senator  NuNN.  When  you  say  consolidating  the  management, 
take  it  one  step  further  and  tell  me  what  you  mean  by  consolidat- 
ing the  management  of  the  assets. 

Dr.  Ekstrand.  We  are  advocating  that  these  assets  be  held  to- 
gether, both  the  ones  that  are  held  by  the  Marshals  Service  and 
the  ones  that  are  held  by  Customs.  Right  now,  each  one  of  these 
agencies  contracts  out  for  management  of  assets,  but  many  times 
they  have  very  similar  assets  in  very  similar  locations. 

Senator  Nunn.  So  they  could  package  them  together  and  get  a 
better  deal? 

Dr.  Ekstrand.  We  think  that  that  is  the  case. 

Senator  Nunn.  Do  they,  in  effect,  contract  out  almost  all  busi- 
nesses that  they  have?  Where  they  have  to  manage  a  business,  do 
they  get  some  business  entity  to  handle  it  on  a  contract  basis? 

Dr.  Ekstrand.  I  believe  that  that  is  the  case,  but  I  am  not  cer- 
tain. 

Senator  Nunn.  Is  that  the  case  in  this  Bicycle  Club?  Did  they 
have  some  business  that  was  the  contractor  or  trustee? 

Dr.  Ekstrand.  They  have  a  trustee.  They  have  had  a  trustee 
since  the  beginning. 

Senator  NuNN.  But  you  are  sa3ring  if  the  two  agencies  got  to- 
gether and  pooled  their  assets  and  pooled  their  contracts,  it  would 
make  a  lot  of  sense? 

Dr.  Ekstrand.  We  think  that  it  would.  Most  of  the  assets  are  not 
things  like  the  Bicycle  Club.  They  are  automobiles  and  boats  and 
other  items  of  value  that  require  custodial  care. 

Senator  NuNN.  Are  there  many  ongoing  businesses  like  this  Bicy- 
cle Club  that  come  under  the  Forfeiture  Program?  Is  this  the  ex- 
ception or  is  this  the  rule? 

Dr.  Ekstrand.  I  think  that  this  is  the  exception.  I  think  only 
about  2  percent  of  what  they  hold  in  the  Asset  Forfeiture  Program 
are  actual  businesses. 
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Senator  NUNN.  What  should  the  Marshals  Service  do  when  they 
find  themselves  as  a  minority  stockholder  or  minority  owner  in  a 
business? 

Dr.  Ekstrand.  I  think  that  our  position  is  that  they  should  get 
out  of  the  business  expeditiously.  If  they  are  a  minority  owner,  per- 
haps they  should  sell  their  minority  share. 

Senator  NuNN.  In  a  minority-held  situation,  many  times  there  is 
no  market.  Do  you  think  they  should  sell  it  anyway,  even  if  they 
take  a  loss?  Would  that  be  the  way  to  go,  rather  than  getting 
caught  in  a  situation  like  this  where  they  end  up  with  the  govern- 
ment owning  a  substantial  portion  of  a  gambling  establishment  for 
6  years? 

Dr.  Ekstrand.  This  is  certainly  something  that  would  have  to  be 
dealt  with  on  very  much  of  a  case-by-case  basis.  But  if  there  is  the 
likelihood  that  there  could  be  substantial  management  problems 
and  financial  difficulties  in  the  long  run  by  holding  even  a  small 
proportion  of  the  interest  that  does  not  have  much  marketability, 
it  still  sounds  like  a  feasible  strategy  to  get  out  early. 

Senator  NuNN.  Is  the  Asset  Forfeiture  Program  just  by  its  very 
nature  a  high  risk  program?  In  other  words,  if  they  did  ever3^hing 
GAO  says  they  should  do,  would  they  still  be  high  risk? 

Dr.  Ekstrand.  I  think  that  is  very  difficult  to  say.  You  can  al- 
ways make  a  program  better,  no  matter  what.  You  can  make 
things  tighter. 

Senator  NUNN.  You  could  make  it  a  lot  better  and  still  be  high 
risk,  though,  can  you  not? 

Dr.  Ekstrand.  There  are  certain  aspects  of  the  very  nature  of 
this  program  that  make  it  a  potentially  high  risk  program,  just  be- 
cause of  the  nature  of  the  assets. 

Senator  NuNN.  Yes.  By  the  nature  of  the  asset,  it  is  always  going 
to  be  high  risk,  but  you  can  make  it  lower  risk.  That  is  what  you 
are  saying. 

Dr.  Ekstrand.  That  is  right.  It  can  be  improved. 

Senator  Nunn.  But  the  potential  for  abuse  and  fraud  in  this  kind 
of  program  is  almost  inherent  in  the  program  itself,  is  it  not? 

Dr.  Ekstrand.  I  would  say  that  it  is,  just  because  of  the  nature 
of  the  assets  that  are  being  held.  They  are  things  that  are  of  value 
to  other  people. 

Senator  NuNN.  Is  there  a  way  that  the  outside  contractors  like 
this  trustee  in  this  case  can  be  better  monitored?  Can  there  be  bet- 
ter oversight  by  the  agencies?  Do  you  have  any  suggestions  along 
the  line  of  what  kind  of  oversight  they  ought  to  give  once  they 
have,  in  effect,  put  the  management  of  an  asset  in  the  hands  of  an 
independent  contractor? 

Dr.  Ekstrand.  I  think  it  is  very  difficult  because  it  is  really  hard 
to  think  that  we  can  expect  the  Marshals  Service  to  have  expertise 
in  running  a  variety  of  businesses.  Even  overseeing  someone  else 
who  is  running  the  business  still  requires  a  certain  level  of  exper- 
tise and  sophistication  about  the  business  and  how  it  operates  and 
what  the  requirements  are  and  how  to  make  a  profit. 

Senator  Nunn.  But  if  they  consolidated,  you  think  it  would  be 
better  oversight  because  you  would  have  less  oversight  to  do,  is 
that  right?  It  would  be  more  consolidated  oversight? 
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Dr.  Ekstrand.  Conceivably,  there  could  be  fewer  people  involved 
in  consolidation.  But  remember,  the  business  portion  of  the  Asset 
Forfeiture  Program  is  really  relatively  small.  Most  of  the  program 
are  things,  like  cars  and  boats  and  some  houses  and  things  like 
that.  That  is  probably  where  the  biggest  gain  can  come  from  con- 
solidating the  programs. 

Senator  Nunn.  Does  the  consolidation  of  the  program  really  in- 
volve continuing  having  businesses  do  on  a  contract-out  basis  most 
of  the  disposal  of  property,  or  the  Marshals  Service  disposing  of  the 
property  themselves?  Let  us  say  they  have  a  boat  or  a  house  or 
something  that  is  convertible  to  cash,  that  you  do  not  have  to  run 
it  as  a  business.  Is  this  contracted  out  in  terms  of  the  sale  of  it, 
or  does  the  Marshals  Service  conduct  direct  sales? 

Dr.  Ekstrand.  I  believe  it  is  contracted  out. 

Mr.  Engel.  Typically,  I  believe  it  is  contracted  out. 

Senator  Nunn.  Contracted  out? 

Mr.  Engel.  Yes. 

Senator  NUNN.  Is  that  done  in  one  boat  at  a  time  or  is  it  done 
in  great  quantities?  What  is  the  mode  of  operation  in  terms  of  asset 
forfeiture,  sales  of  those  assets?  Do  they  wait  for  a  period  of  time 
and  then  consolidate  it  all  and  do  it  in  one  big  thing?  I  am  not  fa- 
miliar with  the  way  they  handle  it. 

Dr.  Ekstrand.  I  am  sure  there  are  some  unique  assets  that  are 
handled  one  at  a  time,  but  in  the  situation  of  something  like  cars, 
I  believe  they  have  car  sales  on  a  regular  basis  that  the  contractor 
runs. 

Senator  Nunn.  Mr.  Blume,  do  you  want  to  say  something? 

Mr.  Blume.  No.  I  was  just  giving  the  same  answer. 

Senator  NuNN.  Mr.  Engel? 

Mr.  Engel.  On  Customs,  I  do  know  that  they  do  consolidate  and 
have  auctions  on  a  regular  basis,  consolidate  cars,  boats,  like-kind- 
type  assets.  I  am  not  as  familiar  on  the  Justice  Department. 

Senator  Nunn.  Does  the  GAO  have  any  suggestions  about  how 
this  Bicycle  Club  matter  could  have  been  handled  better  by  the 
Marshals  Service? 

Dr.  Ekstrand.  We  really  have  not  audited  the  Bicycle  Club  case 
specifically  but  we  certainly  still  abide  by  what  we  said  before 
about  expeditious  sale  of  businesses. 

Senator  NuNN.  Would  your  main  critique  and  criticism  be  that 
they  held  onto  it  too  long  and  ended  up  having  to,  in  effect,  operate 
it? 

Dr.  Ekstrand.  I  think  that  there  might  have  been  a  strategy 
that  could  have  gotten  it  out  of  their  hands  earlier. 

Senator  NuNN.  Did  you  do  any  analysis  about  how  much  they 
could  have  sold  their  interest  for,  what  the  market  value,  if  there 
was  a  market,  was  when  they  first  took  it  over  and  what  the  mar- 
ket value  is  now? 

Dr.  Ekstrand.  No,  sir,  we  have  not.    • 

Senator  NUNN.  Thank  you,  Mr.  Chairman. 

Chairman  Roth.  Thank  you. 

I  do  understand  fi"om  your  earlier  testimony  that  between  1993 
and  1995,  the  net  income  went  from  $23  million  to  $14  million,  is 
that  correct? 

Dr.  Ekstrand.  That  is  correct. 
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Chairman  RoTH.  If  a  forfeiture  involves  assets  that  are  known  to 
be  associated  with  criminal  activity,  would  that  be  reason  for  expe- 
diting the  disposal  of  that  asset?  Should  the  Federal  Government 
be  involved  in  managing  assets  that  have  a  reputation  of  being  as- 
sociated with  criminal  activity? 

Dr.  Ekstrand.  Certainly  all  casinos  are  probably  not  corrupt,  so 
I  would  be  hesitant  to  generalize  about  casinos.  But  it  certainly 
does  seem  that  operating  a  business  where  criminal  activity  is  on- 
going is  somewhat  unseemly. 

Chairman  ROTH.  I  do  have  a  request  for  you  today.  Based  on  the 
Subcommittee's  investigation,  I  believe  we  need  to  know  more 
about  how  the  Marshals  Service  in  the  Central  District  of  Califor- 
nia has  spent  money  from  the  seized  asset  deposit  fund  and  I 
would  like  the  GAO  to  audit  those  expenditures.  Could  you  do  that 
and  report  your  findings  back  to  the  Subcommittee? 

Dr.  Ekstrand.  Mr.  Engel  is  in  the  part  of  GAO  that  would  han- 
dle that  type  of  work. 

Chairman  ROTH.  Mr.  Engel? 

Mr.  Engel.  Mr.  Chairman,  yes,  we  would  be  pleased  to  meet 
with  your  staff  and  discuss  the  specifics  of  the  nature  and  timing 
of  the  work  that  could  be  done  on  an  audit.  ^ 

Chairman  RoTH.  I  would  appreciate  that. 

That  is  all  the  questions  I  have  at  the  moment.  I  want  to  thank 
you  for  your  testimony  here  today.  We  will  be  continuing  to  take 
an  interest  in  this  matter.  As  I  understand  it,  these  forfeiture  as- 
sets have  risen  from  something  like  $30  million  initially  to  almost 
$2  billion,  so  we  are  talking  about  substantial  funds.  It  is  impor- 
tant that  they  be  handled  in  such  a  way  that  they  are  expeditiously 
disposed  of  and  do  not  involve  our  Government  in  questionable  ac- 
tivity. Thank  you  very  much. 

Dr.  Ekstrand.  Thank  you. 

Chairman  RoTH.  At  this  time,  I  would  like  to  call  forward  our 
next  witnesses,  including  James  F.  Lisowski,  who  was  a  former  at- 
torney for  the  Bicycle  Club  Casino,  as  well  as  the  trustee;  Thomas 
Atherton,  who  is  the  General  Manager;  and  Douglas  Sparkes,  who 
is  currently  Director  of  Security  of  the  Bicycle  Club  Casino. 

Gentlemen,  as  you  may  have  noticed  with  the  other  witnesses, 
we  require  all  witnesses  to  be  sworn  in,  so  would  you  please  rise 
and  raise  your  right  hand. 

Do  you  swear  or  affirm  that  the  testimony  you  will  give  this  Sub- 
committee will  be  the  truth,  the  whole  truth,  and  nothing  but  the 
truth,  so  help  you,  God? 

Mr.  Lisowski.  I  do. 

Mr.  Atherton.  I  do. 

Mr.  Sparkes.  I  do. 

Chairman  ROTH.  Thank  you,  gentlemen.  Please  be  seated. 

Mr.  Sparkes,  I  understand  you  are  accompanied  by  counsel.  If  so, 
would  counsel  please  identify  yourself  and  your  firm  for  the  record. 

Ms.  Shen.  Yes,  Mr.  Chairman.  My  name  is  Martha  Shen  from 
the  Los  Angeles  firm  of  Manning,  Marder  and  Wolfe. 

Chairman  ROTH.  Thank  you. 


iThe  document  was  submitted,  marked  Exhibit  #33,  and  can  be  found  on  page  162. 
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We  will  start  with  you,  Mr.  Lisowski,  and  then  proceed  with  Mr. 
Atherton  and  finally  with  you,  Mr.  Sparkes. 

Mr.  Lisowski,  before  you  begin  your  statement,  I  want  to  make 
something  clear  on  the  record.  You  at  one  time  were  counsel  for 
both  the  Bicycle  Club  and  Mr.  Richard,  the  trustee,  who  will  be  tes- 
tifying subsequently.  Currently,  you  do  not  represent  either  the  ca- 
sino or  Mr.  Richard.  The  Subcommittee  has  received  no  notice  that 
any  attorney-client  privilege  issue  is  involved  in  today's  hearing. 
Under  the  circumstances  present  today,  it  is  doubtful  whether 
there  would  even  be  a  privilege. 

However,  this  Subcommittee  does  have  a  longstanding  history  of 
respecting  the  attorney-client  privilege  where  it  is  validly  asserted. 
Since  you  are  an  attorney  licensed  to  practice  in  three  states,  I 
know  you  are  well  aware  of  the  ethical  obligations  and  responsibil- 
ities that  attach  to  this  privilege.  Please  keep  this  in  mind  as  you 
proceed  with  your  testimony.  Mr.  Lisowski? 

TESTIMONY  OF  JAMES  F.  LISOWSKI,  SR.,i  FORMER  ATTORNEY 
FOR  THE  BICYCLE  CLUB  CASINO  AND  THE  TRUSTEE 

Mr.  Lisowski.  Thank  you  for  that,  Mr.  Chairman,  and  I  will  try 
to  stay  away  from  those  areas. 

Mr.  Chairman,  my  name  is  James  F.  Lisowski,  Sr.  I  am  an  attor- 
ney at  law,  licensed  to  practice  in  the  States  of  Nevada,  Arkansas, 
and  Wisconsin. 

I  first  met  Harry  J.  Richard  on  or  about  March  10,  1992.  Mr. 
Richard  had  just  been  hired  as  the  new  General  Manager  of  a  Las 
Vegas  casino  in  a  Chapter  11  bankruptcy  proceeding.  The  casino 
was  closed  by  order  of  the  Bankruptcy  Court  sometime  around  the 
end  of  June  1992,  at  which  time  Mr.  Richard  lost  his  job. 

On  or  about  August  of  1992,  I  was  informed  that  the  United 
States  Marshals  Service  was  looking  for  a  trustee  for  their  seized 
interest  in  the  Bicycle  Club.  A  colleague  and  I  informed  Mr.  Rich- 
ard about  this  job  opportunity,  as  he  was  currently  unemployed. 
After  applying  for  the  job,  Mr.  Richard  asked  me  to  help  prepare 
him  for  the  job  interview.  I  spent  some  time  explaining  to  Mr. 
Richard  what  a  bankruptcy  trustee's  duties  and  responsibilities 
were  as  representing  bankruptcy  trustees  and  serving  as  a  trustee 
myself  were  my  main  areas  of  legal  endeavor. 

In  October  or  November  of  1992,  Mr.  Richard  interviewed  for  the 
job.  I  did  not  hear  from  him  again  until  approximately  early  1993. 
I  later  learned  from  representatives  of  the  United  States  Marshals 
Service  that  Mr.  Richard  had  not  been  their  first  choice  for  the  po- 
sition. Their  first  choice  had  decided  not  to  take  the  job.  The  deci- 
sion was  made  by  the  Government  to  go  with  Mr.  Richard,  who 
was  appointed  by  court  order,  docketed  on  March  28,  1993.  After 
his  appointment,  I  was  asked  by  Mr.  Richard  to  be  his  attorney  in 
this  case. 

On  or  about  March  30,  1993,  I  made  my  first  trip  to  the  Bicycle 
Club  with  Mr.  Richard.  This  is  also  where  I  first  met  Mr.  Atherton 
and  Mr.  Sparkes.  On  this  initial  visit  to  the  Club,  I  began  examin- 
ing certain  documents  relating  to  the  Club's  formation  and  legal 
standing.  Through  this  examination,  I  learned  that  the  Bell  Gar- 


*The  prepared  statement  of  Mr.  Lisowski  appears  on  page  70. 
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dens  Bicycle  Club  Joint  Venture  was  owned  65  percent  by  the  LCP 
Limited  Partnership  and  35  percent  by  Park  Place  Associates  Lim- 
ited Partnership.  The  court  order  further  informed  me  that  the  gov- 
ernment had  seized,  at  that  time,  approximately  56  percent  of  LCP, 
effectively  giving  them  the  controlling  interest  in  the  Bicycle  Club. 

Chairman  RoTH.  May  I  interrupt?  State  what  you  mean  by  con- 
trolling interest. 

Mr.  LiSOWSKl.  What  you  have  in  this  circumstance,  Mr.  Chair- 
man, is  the  joint  venture  is  composed  of  two  limited  partnerships. 
One  limited  partnership  owns  65  percent.  One  limited  partnership 
owns  35  percent.  The  government  seized  the  majority  control  of 
LCP,  which  was  a  65  percent  owner.  Although  the  government  only 
outright  owned  30.3  percent  of  the  Club,  they  in  effect  controlled 
who  would  run  the  Club  or  who  the  management  would  be  due  to 
the  virtue  of  their  seized  interest. 

Chairman  ROTH.  Please  proceed. 

Mr.  LiSOWSKl.  Thank  you.  At  one  point,  I  found  a  reference  to 
a  possible  amendment  to  the  LCP  partnership  agreement.  I  called 
Virginia  Buckles,  who  was  then  the  United  States  Marshals  Serv- 
ice attorney  for  this  property  at  the  time.  Despite  the  fact  that  the 
United  States  Marshals  Service  had  seized  their  portion  of  the 
Club  some  3  years  ago,  Ms.  Buckles  indicated  she  had  never  both- 
ered to  read  any  documents  connected  to  the  Club.  Apparently,  nei- 
ther she  nor  anyone  else  involved  in  the  case  from  the  Marshals 
Service  had  read  this  document,  the  joint  venture  agreement,  the 
Park  Place  Associates  Limited  Partnership  agreement,  and  most,  if 
not  all,  the  prior  court  rulings. 

From  what  transpired  in  that  first  week  and  the  weeks  to  follow, 
I  easily  formed  the  opinion  that  no  one  connected  to  the  govern- 
ment in  this  project  had  any  clue  as  to  what  was  going  on  with  this 
asset  with  the  exception  of  then-Marshal  Craig  Meacham  of  the 
Central  District  of  California. 

During  this  first  week,  I  also  reviewed  a  report  commissioned  by 
the  Marshals  Service  by  the  accounting  firm  of  Levanthol  and 
Horwith.  The  lengthy  Levanthol  report  raised  some  striking  ques- 
tions regarding  employees  being  paid  but  not  working  for  the  ca- 
sino, lack  of  cash  reporting  controls,  a  lack  of  cage  and  cash  man- 
agement controls,  and  a  suspicious  credit  policy. 

Reading  the  report,  I  also  formed  the  opinion  that  Levanthol  was 
telling  the  government  that  they  had  some  serious  problems  with 
the  current  management  potentially  involving  the  skimming  of 
profits  and  loan  sharking.  Other  problems,  such  as  a  number  of 
suspected  drug  dealers  frequenting  the  property  and  alleged  skim- 
ming of  the  tip  pool  were  also  brought  to  my  attention  within  the 
first  weeks.  I  forwarded  these  findings  to  the  United  States  Mar- 
shals Service.  To  my  knowledge,  no  government  action  was  ever 
taken  on  these  findings. 

In  approximately  late  May  or  early  June 

Chairman  ROTH.  Could  I  interrupt  you  again? 

Mr.  LiSOWSKl.  Yes,  you  can. 

Chairman  ROTH.  You  were  the  newly-hired  attorney  for  Mr. 
Richard. 

Mr.  LiSOWSKl.  That  is  correct. 
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Chairman  ROTH.  And  you  had  this  report  by  the  accounting  firm 
of  Levanthol  and  Horwith  that  outhned  a  series  of  serious  illegal 
charges,  is  that  correct? 

Mr.  LISOWSKI.  That  is  correct,  Senator. 

Chairman  ROTH.  Even  though  you  gave  it  to  the  trustee  and  to 
the  Marshals  Service,  you  never  heard  any  further  report  of  any 
action  being  taken  on  the  basis  of  that? 

Mr.  LiSOWSKl.  No,  Mr.  Chairman.  This  was  an  ongoing  problem. 
This  was  the  first  week.  As  I  was  involved  during  almost  3  years 
in  the  Club,  things  would  constantly  come  up  that  would  constantly 
be  forwarded  to  the  Marshals  Service  and  to  my  knowledge,  noth- 
ing was  ever  done. 

Chairman  Roth.  Please  proceed. 

Mr.  LISOWSKI.  In  approximately  late  May  or  early  June  1993, 
Mr.  Richard  and  I  were  summoned  to  a  meeting  at  the  United 
States  Marshals  Service  office  in  Los  Angeles.  It  was  first  sug- 
gested at  this  meeting  that  Mr.  Richard  be  the  one  to  sell  the  gov- 
ernment's interest  in  the  Club.  I  immediately  wondered  to  myself 
how  Mr.  Richard,  with  no  experience  in  selling  casinos,  no  staff,  no 
office,  no  telephone  lines,  and  no  ability  to  market  the  property, 
was  going  to  sell  a  $30  to  $35  million  asset. 

Still,  because  I  was  relatively  new  to  this  case,  I  adopted  a  wait- 
and-see  attitude.  I  firmly  believed  that  someone  higher  up  in  the 
government  would  realize  the  impracticality  of  having  Mr.  Richard 
sell  the  government's  interest. 

Shortly  thereafter,  the  government  took  the  position  that  Mr. 
Richard  should  also  assume  the  role  as  General  Partner  of  LCP 
and  Administrative  Officer  of  the  Club.  I  did  not  feel  at  that  time 
that  Mr.  Richard  was  particularly  suited  for  this  role.  I  also 
thought  it  might  present  some  conflict  problems  for  Mr.  Richard 
and  the  government. 

I  also  wondered  about  the  lack  of  time  commitment  to  the  job 
and  how  much  more  work  would  fall  on  Tom  Atherton  and  my 
shoulders.  My  time  commitment  and  legal  fees  were  already  way 
out  of  proportion  as  to  what  I  was  originally  led  to  believe  and  as 
to  what  I  was  originally  hired  for.  Nevertheless,  Mr.  Richard  and 
the  Marshals  Service  kept  assuring  me  of  pajonent  for  my  services 
and  never  questioned  a  single  item  or  bill  I  presented  to  them.  Mr. 
Richard  was  subsequently  appointed  General  Partner  and  Adminis- 
trative Officer  after  a  court  hearing  on  November  23,  1993. 

As  an  aside,  I  felt  Marshal  Meacham  was  the  only  government 
official  who  had  a  grasp  on  this  case  and  knew  what  was  really 
going  on.  Meacham  privately  conveyed  to  me  at  this  time  his  feel- 
ings concerning  Mr.  Richard's  lack  of  ability  and  commitment  to 
the  job  and  asked  that  I  keep  an  eye  on  Mr.  Richard  and  get  as 
involved  as  I  could  in  what  was  going  on. 

After  Meacham  left,  Assistant  Marshal  Tim  Miller  had  primary 
responsibility  for  the  government's  interest  but  had  no  support 
froni  anyone.  The  real  breakdown  of  this  whole  case,  in  large  part, 
I  think,  can  be  attributed  to  Meacham's  departure  and  the  forma- 
tion of  the  so-called  Government  Management  Group,  or  GMG,  to 
replace  him. 

I  was  repeatedly  informed  that  the  GMG's  primary  function  was 
oversight  of  the  sale  of  the  government's  interest,  which  by  this 
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time  they  had  held  for  nearly  4  years.  Over  the  next  several 
months,  however,  little,  if  anything,  was  ever  done  to  advance  the 
sale  of  the  government's  interest,  despite  the  fact  that  Mr.  Richard 
had  court  authority  to  do  so  and  a  court-approved  budget. 

In  an  effort  to  get  the  sale  moving  and  with  the  court's  approval, 
an  administrative  assistant  to  Mr.  Richard  was  put  on  the  payroll, 
telephone  lines  were  installed  in  my  office,  and  Mr.  Richard  was 
given  file  room  and  office  space  in  my  office  to  effectuate  the  sale. 
Mr.  Richard  never  had  an  office,  never  had  an  office  staff,  never 
had  any  office  equipment,  never  had  a  secretary  in  any  other  loca- 
tion. From  what  I  observed,  there  was  little  or  no  effort  put  into 
the  sale  or  little  or  no  plan  to  sell  the  interest  by  anyone  in  the 
government.  Everyone  from  the  government's  side  appeared  to 
have  their  own  agenda  with  regard  to  the  sale,  which  made  any 
sale  a  near  impossibility. 

The  clearest  example  of  this.  Senator,  occurred  in  February  of 
1994.  At  that  time,  an  Assistant  United  States  Attorney  sent 
armed  Internal  Revenue  Service  CID  agents  to  seize  my  law  office, 
to  go  through  my  files  and  question  my  attorneys  and  stafi".  To  my 
knowledge,  this  prosecutor  had  no  authority  from  anyone  to  do  this 
and  acted  on  his  own.  The  prosecutor  further  threatened  me  with 
disbarment  and  threatened  Mr.  Richard  with  indictment  if  we  did 
not  straighten  up.  The  agents  refused  to  leave  my  office  and  were 
only  called  off  when  Marshal  Craig  Meacham  intervened. 

In  late  May  or  early  June  of  1994,  Mr.  Richard  contacted  me  re- 
garding some  potential  buyers  for  the  government's  interest  in  the 
Club.  I  was  routinely  tasked  by  Mr.  Richard  with  working  through 
the  mechanics  of  offers  from  potential  purchasers.  On  a  Saturday 
morning  in  late  May  or  early  June  of  1994,  Mr.  Richard  brought 
his  potential  purchasers  to  my  office  in  Las  Vegas.  Present  at  this 
meeting  were  Mr.  Richard,  Fred  Doumani,  Joseph  Cusumano,  my- 
self, and  I  believe  a  fifth  person  who  was  never  introduced  and  said 
nothing  in  the  meeting.  The  purpose  of  this  meeting  was  to  struc- 
ture a  contract  for  Doumani's  group  to  buy  the  government's  inter- 
est. 

Prior  to  the  time  I  had  ever  represented  Mr.  Richard,  he  had  fre- 
quently bragged  of  his  association  with  Mr.  Cusumano,  how  they 
played  tennis  on  a  weekly  basis,  went  out  to  dinner  together,  and 
fi-equently  met  for  bagels.  I  was  also  aware  of  Mr.  Cusumano's 
background  from  newspaper  stories  and  the  fact  that  I  knew  as  a 
gaming  attorney  he  was  "black-booked"  in  Nevada. 

Chairman  ROTH.  What  does  "black-booked"  mean? 

Mr.  LiSOWSKI.  In  Nevada,  Senator,  the  State  of  Nevada  Gaming 
Control  Board  has  a  list  of  excluded  persons,  meaning  that  these 
persons  cannot  come  into  an  unrestricted  gaming  premises  and 
cannot  participate  in  any  gaming.  They  are  deemed  to  be  undesir- 
able to  even  enter  a  property. 

Chairman  ROTH.  Why  are  they  deemed  undesirable? 

Mr.  LiSOWSKI.  Normally  it  is  some  type  of  past  criminal  activity, 
as  a  general  rule,  and  the  list  is  very  short.  It  is  not  a  very  exten- 
sive list. 

Chairman  ROTH.  Is  it  fairly  well  known? 

Mr.  LiSOWSKI.  I  believe  it  is  fairly  well  known  in  the  industry. 
I  would  say  that  anyone  in  gaming  in  Nevada  would  be  fairly  fa- 
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miliar  with  the  names.  These  names  are  also  frequently  in  the 
newspapers.  Our  newspaper  stories  like  to  carry  a  lot  of  the  lore 
of  Las  Vegas,  the  old  colorful  characters  who  had  been  there. 

Chairman  ROTH.  Please  proceed. 

Mr.  LiSOWSKi.  Mr.  Doumani's  name  had  previously  come  up  as 
being  the  target  of  a  potential  indictment  involving  the  bankruptcy 
and  sale  of  the  Tropicana  Hotel  a  few  years  earlier.  Mr.  Doumani 
was,  in  fact,  later  indicted. 

The  Doumani  Group  subsequently  made  an  offer  to  purchase  the 
government's  interest  that  was  presented  by  Mr.  Richard.  At  ap- 
proximately the  same  time  Doumani's  offer  was  presented,  the  gov- 
ernment received  several  other  offers.  The  government,  having  no 
sales  plan  in  place  and  not  knowing  how  to  treat  the  offers,  sched- 
uled a  meeting  of  the  GMG  with  Mr.  Richard  and  myself  at  a  small 
hotel  just  outside  the  Dallas-Forth  Worth  airport  for  July  12-13, 
1994. 

At  this  meeting,  Mr.  Richard  opened  each  envelope  he  received 
and  he  explained  the  merits  of  each  offer.  Almost  all  of  the  offers 
Mr.  Richard  presented  at  this  time  were  in  the  $1  million  per  point 
range,  or  approximately  $30  million  for  the  government's  current 
interest,  or  approximately  $36  million  including  the  forfeited  inter- 
est of  Michael  Gilbert,  which  was  still  under  appeal. 

After  opening  the  offers  and  answering  questions,  Mr.  Richard 
and  I  were  excused  from  the  room  and  the  GMG  conducted  their 
meeting,  which  lasted  several  hours.  Sometime  later  that  after- 
noon, Mr.  Richard  and  I  were  summoned  back  to  the  room  and  in- 
formed by  Mr.  Joseph  Ilk,  a  Marshals  Service  employee,  that  the 
Doumani  offer  had  been  selected  as  the  winning  bid  and  was  far 
and  away  better  than  any  other  offer.  Mr.  Ilk  immediately  went  to 
the  phone  and  called  the  United  States  Marshals  Service  in  Wash- 
ington to  tell  them  they  had  an  offer  which  they  accepted. 

Chairman  RoTH.  Just  to  make  sure,  you  are  saying  that  Mr.  Jo- 
seph Ilk  was  a  Marshals  employee  at  the  time  he  said  that  the 
offer  of  this  group  had  been  accepted,  is  that  correct? 

Mr.  LISOWSKI.  My  understanding  was  Mr.  Ilk  was  the  Assistant 
Business  Management  Officer  of  the  Marshals  Service.  His  primary 
function  was  oversight  of  seized  businesses. 

Chairman  Roth.  Very  good.  Please  proceed. 

Mr.  LisowSKi.  To  say  the  least.  Senator,  I  was  in  a  state  of  shock 
for  the  rest  of  the  afternoon  and  was  generally  unresponsive  for  the 
rest  of  the  meeting.  I  had  wondered  to  myself  if  Mr.  Richard  had 
said  anything  to  the  government  about  the  offer.  I  had  wondered, 
should  not  the  government  have  at  least  reviewed  who  the  prin- 
cipals were  before  announcing  a  winning  bidder,  particularly  in 
light  of  the  history  of  this  Club,  and  I  had  wondered  why  the  gov- 
ernment had  chosen  to  proceed  in  this  manner  without  any  general 
advertising  or  solicitation. 

Chairman  ROTH.  Again,  I  would  like  to  ask  you,  it  would  not 
have  been  too  difficult  to  identify  who  these  principals  were,  would 
it? 

Mr.  LISOWSKI.  To  me,  living  in  Nevada,  Senator,  they  were  very 
well  known.  I  also  would  figure  that  based  on  reputation,  someone 
may  or  may  not  have  heard  of  them,  or  in  general,  probably  one 
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call  to  the  Nevada  Gaming  Control  Board  would  have  given  them 
the  information  they  needed. 

Chairman  ROTH.  It  is  something  that  the  U.S.  Marshals  Service 
should  be  fairly  expert  in  obtaining,  is  it  not? 

Mr.  LISOWSKI.  I  would  have  hoped  so,  yes.  That  is  again  part  of 
why  I  was  so  shocked,  I  think,  is  that  nobody  had  ever  bothered 
to  go  through  who  the  names  submitted  were. 

Later  that  evening,  when  I  was  standing  outside  by  the  pool,  Mr. 
Tim  Miller,  who  was  the  Assistant  Marshal,  had  come  out  to  have 
a  cigarette.  In  the  presence  of  Mr.  Miller  and  Mr.  Richard,  I  in- 
formed Mr.  Miller  that  the  winning  bidders  had  a  "colorful  back- 
ground", as  I  described  it,  and  that  it  might  be  wise  to  check  on 
the  principals  before  making  any  announcement  of  a  sale.  Mr.  Mil- 
ler informed  me  that  Mr.  Ilk  had  already  told  Washington  that  the 
Marshals  Service  had  accepted  a  letter  of  intent  and  this  may  cre- 
ate a  problem. 

Chairman  RoTH.  Could  you  define  or  describe  what  you  mean  by 
"colorful  background"? 

Mr.  LiSOWSKi.  What  I  meant  by  "colorful  background"  was  I 
asked  Mr.  Miller  to  investigate  who  these  people  were,  gave  Mr. 
Miller  a  little  bit  of  the  background  that  I  was  aware  of  about  who 
the  principals  were  and  suggested  that  Mr.  Miller  may  want  to  call 
the  Nevada  Gaming  Control  authorities. 

Chairman  ROTH.  What  was  the  colorful  background? 

Mr.  LISOWSKI.  Senator,  I  had  known  this  primarily  through  the 
newspapers  and  sitting  in  Gaming  Control  Board  meetings  in  Ne- 
vada. Mr.  Cusumano,  every  time  he  appeared  in  the  paper,  the 
three  adjectives  in  front  of  his  name  were  "reputed  mob  associate". 
That  is  the  way  he  was  constantly  referred  to  in  the  papers. 

There  had  been  a  lot  of  stories  and  folk  lore  connected  with  him 
completing  the  movie  "The  Cotton  Club".  There  had  also  been  sto- 
ries involved  with  a  gentleman  named  Mr.  Spilotro  and  Mr.  Rosen- 
thal, which  were  frequently  published  in  the  papers.  Again,  I  did 
not  have  any  first-hand  knowledge,  but  anyone  who  lived  in  Las 
Vegas  and  read  the  papers  I  think  would  be  aware  of  this. 

Chairman  RoTH.  Please  proceed. 

Mr.  LISOWSKI.  After  my  discussion  with  Mr.  Miller,  the  GMG 
began  scrambling  to  find  another  acceptable  offer  in  that  same 
group  that  had  been  submitted.  An  offer  submitted  by  an  attorney 
for  one  of  the  non-Government  LCP  partners  was  ultimately  se- 
lected. 

In  late  July,  Joe  Ilk  called  and  stated  that  he  now  wanted  to  run 
an  ad  in  the  Wall  Street  Journal  advertising  the  sale  of  the  Club. 
When  I  questioned  this  strange  request,  Mr.  Ilk  stated  that  the 
government  "needed  to  cover  its  butt"  by  making  a  general  solicita- 
tion. 

The  Wall  Street  Journal  ad  did  not  even  mention  the  property. 
The  telephone  number  placed  in  the  ad  was  Mr.  Richard's  number 
in  my  office. 

Chairman  RoTH.  Again,  I  would  like  to  interrupt  you.  You  say 
the  Wall  Street  Journal  ad  did  not  identify  the  property?  ^ 


'The  document  referred  to  was  marked  Exhibit  #11  and  can  be  found  on  page  133. 
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Mr.  LiSOWSKl.  The  Wall  Street  Journal  ad,  in  my  opinion,  Sen- 
ator, was  a  complete  farce.  It  never  identified  the  property.  It  never 
identified  what  was  to  be  sold.  It  never  gave  any  information.  The 
ad  gave  people  10  days  to  respond,  in  other  words,  10  days  to  get 
their  packet  of  information,  do  their  due  diligence,  line  up  their  fi- 
nancing, and  make  a  decision  as  to  whether  they  were  interested 
in  purchasing  the  property.  It  was  also  placed  after  the  government 
had  made  the  decision  to  accept  the  offer  fi'om  the  Santa  Monica 
attorney  group. 

Chairman  ROTH.  After? 

Mr.  LiSOWSKl.  After. 

Chairman  RoTH.  How  large  an  ad  was  it,  do  you  know? 

Mr.  LiSOWSKl.  The  ad  was  approximately,  I  believe,  an  eighth  of 
a  page  and  cost  approximately  $55,000. 

Chairman  RoTH.  Please  proceed. 

Mr.  LiSOWSKl.  During  the  entire  next  week,  my  staff  did  nothing 
but  take  phone  calls  regarding  this  ad.  No  one  from  the  Marshals 
Service  was  anywhere  to  be  seen  in  answering  these  phone  calls. 
The  ad  gave  potential  buyers  who  knew  nothing  of  the  property  10 
days  to  gather  this  information.  No  one  could  do  it  in  this  amount 
of  time.  It  was  one  of  the  most  incredible  wastes  of  time  and  money 
I  had  ever  seen.  No  one  in  the  Government  Management  Group 
seemed  to  mind,  however,  as  it  was  not  their  time  or  money. 

During  the  time  offers  were  being  submitted,  I  received  several 
reports  from  potential  offerors  that  Mr.  Richard  was  actively  solic- 
iting his  continued  employment  with  these  potential  new  owners. 
As  a  result  of  this,  the  government  later  insisted  that  Mr.  Richard 
agree  to  spend  no  more  than  6  months  with  any  new  buyer.  Mr. 
Richard's  strategy  in  who  to  sell  the  Club  to  now  undertook  a  new 
direction.  He  would  look  for  a  buyer  with  other  gaming  or  corporate 
interests  outside  the  Bicycle  Club  so  that  he  could  be  hired  in  a  ca- 
pacity outside  of  the  Bicycle  Club  after  the  6-month  period. 

Throughout  the  next  6  months,  I  constantly  reminded  the  gov- 
ernment that  there  was  much  to  be  done  in  terms  of  progressing 
with  the  sale.  The  government,  however,  took  no  action  at  all  to 
bring  this  offer  to  a  head  and  seemed  content  with  being  able  to 
tell  everyone  that  they  had  a  buyer. 

My  concerns  with  the  sale  dealt  with  the  fact  that  there  was  no 
progress  towards  a  definitive  contract  and  no  one  had  ever  showed 
any  money  in  the  deal.  I  once  again  doubted  the  sincerity  of  the 
government  to  sell  the  Club. 

In  May  of  1994,  a  meeting  with  the  LCP  partners  was  conducted 
regarding  the  management  situation  at  the  Club.  The  non-govern- 
ment partners  were  fed  up  with  Mr.  Hardie,  the  former  General 
Manager  of  the  Club,  and  all  the  allegations  swirling  around  him. 
The  partners  unanimously  voted  to  have  Mr.  Richard  file  a  motion 
with  the  court  to  remove  Mr.  Hardie  as  General  Manager.  After 
this  meeting,  I  filed  the  motion  to  remove  Mr.  Hardie. 

Mr.  Hardie  instead  agreed  to  resign  as  General  Manager  rather 
than  be  removed.  The  Marshals  Service,  however,  still  insisted  that 
Mr.  Hardie  receive  a  consulting  contract  worth,  in  my  opinion,  over 
$350,000  annually  for  which  Hardie  would  have  to  do  virtually 
nothing. 
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Upon  the  resignation  of  Mr.  Hardie,  Mr.  Richard  was  elevated  by 
the  Marshals  Service  to  the  additional  position  of  General  Manager 
of  the  Club,  which  he  held  until  February  1,  1995,  at  which  time 
Steve  Kuypers  was  elevated  to  the  position  of  General  Manager. 
Mr.  Kuypers  did  an  admirable  job,  but  eventually  resigned  to  take 
another  position  in  fear  of  possible  repercussions  to  him. 

Some  of  Mr.  Kuypers'  concerns  involved  a  great  deal  of  money 
going  to  the  Club's  so-called  political  consultant.  Mr.  Richard  would 
directly  instruct  Mr.  Kuypers  or  another  Club  employee  to  write 
out  huge  checks  to  the  Club's  political  consultant  with  no  expla- 
nation of  what  the  money  was  for  except  that  it  was  to  fight  other 
card  club  initiatives.  Despite  Mr.  Kuypers'  and  Tom  Atherton's 
urgings,  no  backup  information  was  provided  on  the  money  that 
went  to  this  consultant.  To  my  knowledge  and  belief,  the  sum  was 
well  in  excess  of  $1  million. 

A  final  consideration  for  Mr.  Kuypers  was  the  no-win  situation 
Mr.  Richard  had  placed  him  in.  Mr.  Richard  spent  very  little  actual 
time  at  the  Club  and  spent  even  far  less  quality  time.  Mr.  Kuypers 
expressed  his  frustration  with  the  fact  that  Mr.  Richard  never 
made  decisions,  always  disappeared  when  anything  unpleasant  had 
to  be  done  and  never  bothered  to  take  the  time  to  replace  key  em- 
ployees. He  seemed  to  indicate  to  me  that  Mr.  Richard  wanted 
none  of  the  responsibility  but  yet  wanted  to  take  the  credit  for  ev- 
eryone's accomplishments  and  lacked  any  loyalty  to  anyone  but 
himself. 

After  Mr.  Kuypers  left,  Mr.  Atherton  became  the  General  Man- 
ager. Mr.  Atherton  did  a  commendable  job  but  encountered  the 
same  problems  as  did  Mr.  Ku3T3ers. 

Chairman  Roth.  I  would  like  to  go  back  where  you  say  that  the 
sum  for  political  purposes  was  in  excess  of  $1  million.  What  period 
was  that  over? 

Mr.  LisowSKi.  It  would  have  been  during  the  period  of  time,  I 
would  say,  for  approximately  an  18-month  period,  an  18-  to  24- 
month  period  that  this  money  was  spent,  which  again  caused  a 
great  deal  of  concern  to  everyone  around.  Senator,  because  no  one 
knew  where  this  money  was  going  or  what  it  was  being  used  for. 
Of  course,  some  day,  we  all  felt  there  would  have  to  be  an  account- 
ing and  where  would  the  answers  come  from. 

In  June  of  1995,  the  State  of  California  issued  a  complaint 
against  the  former  General  Manager  alleging  various  criminal  ac- 
tivities by  him  at  the  Club  and  seeking  a  revocation  of  his  gaming 
license.  The  accusations  presented  were  much  the  same  allegations 
that  had  been  told  to  the  government  repeatedly  by  myself  and  oth- 
ers for  the  prior  years. 

The  State  even  allegedly  had  an  affidavit  from  federally-con- 
victed loan  shark  and  extortionist  Hollman  Cheung  that  stated 
that  Mr.  Hardie  had  been  part  and  parcel  of  an  $11  million  scheme 
and  loan  sharking  campaign  at  the  Club.  Despite  the  fact  that  Mr. 
Cheung  had  agreed  to  provide  this  information,  the  Federal  Gov- 
ernment took  no  action  against  Mr.  Hardie  and  again  did  nothing 
as  a  result  of  Hollman  Cheung's  conviction. 

In  June  of  1995,  Mr.  Kenneth  Holecko  was  appointed  the  new 
head  of  seized  assets.  I  had  been  informed  that  Mr.  Holecko's  first 
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act  was  to  fly  to  Los  Angeles  and  meet  with  Mr.  Hardie  and  his 
attorneys. 

Chairman  ROTH.  Would  you  go  back  again  and  explain  who  Mr. 
Hardie  was? 

Mr.  LiSOWSKi.  Mr.  Hardie,  Senator,  was  the  General  Manager  of 
the  Club  when  I  first  came  there  and  was  also  General  Partner  of 
the  minority  interest  holder,  Park  Place  Associates. 

Chairman  ROTH.  And  it  was  alleged  that  he  had  been  part  and 
parcel  of  an  $11  million  scheme  in  loan  sharking?  Can  you  explain 
that? 

Mr.  LisowSKi.  Senator,  I  have  seen  a  complaint  filed  by  Attorney 
General  Dan  Lundgren,  State  of  California,  that  basically  seeks  to 
revoke  Mr.  Hardie's  license  and  claims  that  Mr.  Hardie  had  worked 
with  Mr.  Hollman  Cheung,  who  had  participated  in  loan  sharking 
and  other  activities  at  the  Club.  Basically,  money  would  be  taken 
out  of  the  cage,  money  from  the  Club  itself  would  be  taken,  loaned 
to  people  at  usurious  interest  rates,  and  then  extortion  activities 
would  be  done  to  collect  that  money.  So  this  was  money  that  was 
part  and  parcel  of  the  Club. 

Chairman  ROTH.  And  Mr.  Cheung  was  a  federal  prisoner?  What 
had  he  been  convicted  of? 

Mr.  LiSOWSKl.  He  had  been  convicted  of  loan  sharking  and  extor- 
tion at  the^Bicycle  Club,  these  exact  activities.  My  understanding 
is  as  part  of  his  sentencing,  he  agreed  to  cooperate  and  basically 
tell  the  government  everything  that  he  knew  about  the  activities 
at  the  Club.  I  had  spoken  to  Mr.  Cheung  after  he  was  convicted 
and  after  he  was  in  prison  and  this  was  the  understanding  I  was 
left  with.  Again,  I  had  wondered,  knowing  what  I  knew,  I  figured 
the  government  had  to  know  more  because  they  had  debriefed  him. 

Chairman  ROTH.  Please  continue. 

Mr.  LISOWSKI.  In  June  of  1995,  Mr.  Kenneth  Holecko  was  ap- 
pointed the  new  head  of  seized  assets.  I  had  been  informed  that 
Mr.  Holecko's  first  act  was  to  fly  to  Los  Angeles  and  meet  with  Mr. 
Hardie's  attorneys.  Mr.  Ilk  later  told  me  after  this  meeting  that 
Mr.  Holecko  had  drafted  a  letter  firing  Mr.  Richard  as  the  succes- 
sor trustee.  I  further  learned  from  a  third  party  that  Mr.  Holecko 
then  met  with  Mr.  Richard,  but  was  persuaded  by  Mr.  Richard  not 
to  fire  him  based  on  his  willingness  to  give  up  anybody  else. 

Upon  information  and  belief,  Mr.  Richard  began  having  clandes- 
tine meetings  with  Mr.  Holecko  and  other  members  of  the  Mar- 
shals Service,  to  which  I  was  not  invited,  to  work  out  the  mechan- 
ics of  repairing  the  relationship  between  Mr.  Hardie  and  the  gov- 
ernment. 

On  September  12-13  of  1995,  I  was  summoned  to  Washington, 
D.C.,  on  2  days'  notice.  Present  at  this  meeting  was  the  GMG,  Mr. 
Holecko,  and  his  two  new  attorneys,  along  with  a  woman  who  was 
supposed  to  be  in  charge  of  handling  the  investigation  of  this  Sub- 
committee. It  was  at  this  meeting  that  I  was  instructed  by  Mr. 
Holecko  to  file  a  pleading  with  the  court  in  Florida  seeking  permis- 
sion for  Mr.  Richard  to  hire  an  investment  banker. 

I  immediately  protested  this  request  based  on  the  fact  that  I 
knew  nothing  of  what  had  transpired  involving  the  investment 
banker  and  based  on  the  fact  that  Mr.  Holecko  wanted  me  to  rep- 
resent to  the  court  that  the  Club  would  be  sold  within  60  to  90 
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days  of  the  investment  banker  being  hired.  I  explained  to  Mr. 
Holecko  that  this  was  lunacy  and  that  it  would  take  any  invest- 
ment banker  longer  than  that  just  to  do  its  due  diligence. 

Chairman  RoTH.  Again,  who  was  Mr.  Holecko? 

Mr.  LiSOWSKl.  Mr.  Holecko  at  the  time,  Senator,  in  approxi- 
mately June  of  1995,  as  I  understand  it,  Mr.  Holecko  was  trans- 
ferred or  made  in  charge  of  the  seized  asset  program  and 

Chairman  RoTH.  He  was  part  of  the  Marshals? 

Mr.  LisowSKi.  He  was  Assistant  U.S.  Marshal.  I  believe  his  title 
was  Assistant  Manager  of  Human  Resources  for  the  United  States 
Marshals  Service.  But  from  June  of  1995,  Senator,  it  appeared  that 
he  was  now  calling  the  shots,  at  least  on  the  level  I  was  on. 

Chairman  ROTH.  And  he  wanted  you  to  represent  that  the  Club 
was  going  to  be  sold  within  60  to  90  days  of  the  investment  banker 
being  hired? 

Mr.  LISOWSKI.  My  opinion,  Senator,  at  the  time  was  they  knew 
this  Committee  was  on  their  heels.  Much  of  what  was  discussed  at 
that  meeting  was  this  Committee's  investigation,  and  I  believe 
what  they  wanted  to  do  was  have  something  in  writing  that  would 
state  that  within  60  to  90  days,  we  were,  in  fact,  going  to  get  rid 
of  this  asset  so  your  investigation  of  us  was  moot.  It  was  a  total 
impracticality  in  the  sense  that  no  one  in  60  or  90  days  starting 
from  scratch  would  be  able  to  figure  out  what  was  actually  going 
on  in  this  case.  The  government  still  did  not  know  what  was  going 
on  and  it  was  5  years. 

Chairman  Roth.  We  might  call  that  "cover  your  butt." 

Mr.  LISOWSKI.  That  is  exactly  the  way  I  would  say  it,  Senator. 
Again,  Mr.  Holecko  became  very  angry  at  the  fact  that  I  refused 
to  go  into  court  and  state  to  this  judge  what  I  considered  to  be  a 
misstatement  or  an  untruth.  I  informed  Mr.  Holecko  I  was  not 
about  to  lie  or  mislead  the  court  for  him,  Mr.  Richard,  or  anybody 
else.  Mr.  Holecko  became  quite  agitated  at  that  point  and  told  me 
that  if  I  was  not  going  to  be  a  team  player,  then  they  were  going 
to  get  somebody  else  who  was. 

Chairman  RoTH.  I  am  sorry,  I  did  not  hear  you. 

Mr.  LISOWSKI.  At  this  meeting.  Senator  Roth,  Mr.  Holecko  be- 
came very  agitated  with  me  because  I  would  not  make  these  rep- 
resentations in  a  pleading.  He  stated  to  me  that  if  I  did  not  want 
to  be  a  team  player,  he  would  get  somebody  else  who  was.  Three 
weeks  later,  Mr.  Holecko  wrote  a  letter  to  Mr.  Richard  ordering 
him  to  fire  me. 

After  this  meeting.  Senator,  I  knew  my  days  representing  Mr. 
Richard  were  over.  When  the  investigators  from  the  Senate  Sub- 
committee came  to  visit  the  Club,  Mr.  Richard  was  instructed  to 
make  sure  I  was  not  present.  In  early  November  1995,  after  re- 
turning from  one  more  Washington  visit  with  Mr.  Holecko,  Mr. 
Richard  sent  me  a  short  letter  stating  that  I  no  longer  represented 
him  or  the  Bicycle  Club. 

I  will  state  to  this  Committee  I  feel  I  have  been  threatened  by 
Mr.  Holecko  since  that  time  about  speaking  to  the  media  or  any 
member  of  this  Subcommittee.  The  Marshals  Service,  especially 
Mr.  Holecko,  has  continued  to  try  to  investigate  my  representation 
of  the  Club  to  come  up  with  something  to  use  against  me  in  an  at- 
tempt to  either  intimidate  or  discredit  me. 
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It  is  my  fond  hope,  Senator,  that  your  Subcommittee  will  thor- 
oughly investigate  the  activities  of  Mr.  Richard  and  the  govern- 
ment employees  involved  in  this  case  as  there  is  probably  much 
more  of  which  I  am  not  even  aware.  Hopefully,  my  testimony  will 
shed  some  light  on  what  I  believe  to  have  been  the  rather  suspect 
involvement  of  the  Department  of  Justice  and  the  United  States 
Marshals  Service  in  the  California  card  club  industry. 

Chairman  Roth.  Thank  you,  Mr.  Lisowski.  I  am  going  to  have 
all  on  the  panel  first  give  their  statements  and  then  we  will  pro- 
ceed with  the  questions. 

Mr.  Atherton,  30U  are  currently  the  General  Manager  of  the  Bi- 
cycle Club,  is  that  correct? 

Mr.  Atherton.  Yes,  sir,  I  am.  Yes,  sir. 

Chairman  ROTH.  Please  proceed. 

STATEMENT  OF  THOMAS  ATHERTON,i  GENERAL  MANAGER, 
BICYCLE  CLUB  CASINO 

Mr.  Atherton.  Here  is  my  statement.  My  name  is  Tom  Ath- 
erton. I  am  currently  the  General  Manager  of  the  Bicycle  Club. 
Prior  to  this,  I  was  the  financial  advisor  to  Mr.  Richard,  the  federal 
trustee.  I  was  originally  contacted  by  Mr.  Richard  in  February 
1993  to  be  his  financial  advisor  if  and  when  he  became  the  trustee 
for  the  Bicycle  Club.  I  knew  Mr.  Richard  because  we  had  worked 
together  at  the  San  Remo  Hotel  and  Casino  in  Las  Vegas.  I  am  a 
C.P.A.  and  possess  over  15  years'  experience  in  the  gaming  busi- 
ness. Most  of  my  positions  were  in  the  financial  area  and  I  worked 
for  about  3  years  for  the  Nevada  Gaming  Control  Board. 

I  had  initially  agreed  to  talk  to  your  staff  at  the  request  of  one 
of  the  non-government  partners  of  LCP  and  also  decided  to  make 
you  aware  of  the  adverse  impact  the  government's  control  of  the 
Club  has  had  on  its  employees,  management,  partners,  the  City  of 
Bell  Gardens,  and  all  others  the  Club  provides  a  livelihood  to. 

Originally,  the  government  takeover  of  the  Club  was  viewed  by 
many,  myself  included,  as  a  good  thing.  We  intended  to  eliminate 
all  illegal  activities  that  may  be  taking  place,  instill  confidence  and 
job  security  in  the  Club's  staff  and  management,  foster  better  rela- 
tions with  licensing  and  law  enforcement  agencies,  and  replace  the 
dictatorial  management  style  with  more  progressive  management. 
Unfortunately,  very  little,  if  any,  of  these  goals  were  accomplished. 

The  government  provides  little  direction  or  involvement  in  the 
daily  activities  of  the  Club  and  appears  to  assume  the  position  of 
Chief  Administrative  Officer  only  as  a  means  to  extort  a  $15,000 
a  month  management  fee  and  a  large  salary  bonus  in  excess  of 
$200,000  each  year.  My  understanding  is  the  bulk  of  the  manage- 
ment fee  and  bonus  are  paid  to  Mr.  Richard. 

The  Club  even  now  remains  in  a  constant  battle  with  criminal 
elements  who  seek  to  establish  a  foothold  at  the  Club.  Our  surveil- 
lance and  security  personnel  are  currently  involved  in  a  major  in- 
vestigation which  appears  to  be  an  organized  crime  family  setting 
up  shop  in  the  Club.  On  the  other  hand,  my  Chief  of  Security  oper- 
ates here  knowing  full  well  that  at  the  first  moment  they  can  do 
it,  the  government  is  going  to  blow  his  ass  out  of  the  Club. 


'  The  prepared  statement  of  Mr.  Atherton  appears  on  page  74. 
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Chairman  RoTH.  I  am  sorry,  I  could  not  hear  you. 

Mr.  Atherton.  Maybe  you  should  not  have,  sir.  I  said  my  secu- 
rity chief,  even  though  we  are  in  a  major  investigation  right  now, 
he  knows  that  the  government  is  going  to  let  him  go  the  first  time 
they  get  a  chance. 

In  general,  the  management  staff  of  the  Club  is  becoming  more 
and  more  panicked  as  the  government  seeks  to  protect  itself.  The 
Club  is  constantly  being  subjected  to  reviews  by  auditors,  manage- 
ment consultants,  lawyers,  whose  sole  purpose  appears  to  be  to 
protect  and  justify  Mr.  Richard  and  the  government's  actions  in 
managing  the  Club. 

The  subject  of  the  Club's  management  is  being  reviewed  by  a 
judge  in  Florida,  but  not  one  management  individual  from  the  Club 
has  been  asked  to  or  will  be  allowed  to  attend.  We  can  only  assume 
the  government  will  attempt  to  blame  all  problems  on  us  and  take 
credit  for  all  the  good  things  that  have  happened.  As  outside  agen- 
cies review  the  same  material  over  and  over,  it  is  very  clear  that 
the  government  will  give  up  anyone  and  everyone  to  cover  them- 
selves. 

The  limited  time  Mr.  Richard  spends  in  L.A.  for  the  past  few 
months  has  been  solely  devoted  to  protecting  himself  and  his  gov- 
ernment overseers.  He  is  either  on  the  phone  with  the  government 
or  at  his  attorney's  office. 

Unfortunately,  because  of  the  stress,  he  appears  to  have  devel- 
oped memory  problems  when  it  comes  to  questionable  items  he  has 
approved  of  or  instructed  management  to  do.  He  complains  about 
payments  to  an  individual,  but  he  is  the  one  requesting  and  ap- 
proving the  check.  He  remembers  nothing  about  contracts  that  he 
approved  and  signed.  He  agrees  to  outrageous  settlement  agree- 
ments but  then  acts  as  if  he  knew  nothing  about  it.  Management 
can  only  assume  that  these  memory  lapses  are  designed  to  protect 
him  at  their  expense. 

We  try  to  cut  payroll  costs  at  the  Club,  but  he  protects  and  re- 
wards his  friends  irrespective  of  their  value  to  the  Club.  Presum- 
ably, a  sale  is  imminent,  but  he  brings  on  high-paid  executives 
whose  value  to  the  Club  is  questionable.  Our  third  highest  paid 
employee  is  an  executive  poker  host,  a  friend  of  Mr.  Richard's,  who 
I  do  not  believe  knows  how  to  play  poker. 

Although  revenues  continue  to  decline  at  the  Club,  which  can  be 
blamed  on  a  number  of  reasons,  but  the  fundamental  obstacle  to 
reversing  the  downward  trend  is  the  government.  Management  is 
spending  most  of  its  time  protecting  the  government,  doing  their 
silly  projects,  and  explaining  to  Mr.  Richard  why  we  do  not  get 
along  with  his  people.  The  government  provides  no  direction  or 
input  but  is  always  quick  to  point  out  that  they  are  the  ultimate 
authority.  To  be  the  ultimate  authority  requires  a  commitment  and 
dedication  to  the  Club  that  the  government  is  unwilling  or  incapa- 
ble of  providing.  The  government  replaced  the  former  dictatorial 
management  style  with  a  part-time  "do  not  bother  me"  approach. 

The  Club  is  a  very  large  organization  which  is  open  for  business 
24  hours  a  day,  365  days  a  year.  The  former  manager,  and  here 
I  am  referring  to  Mr.  Hardie,  was  at  the  Club  a  minimum  of  10 
to  12  hours  a  day,  6  to  7  days  a  week.  Mr.  Richard  is  maybe  in 
L.A.  full-time  3  days  a  week,  but  the  majority  of  his  time  is  spent 
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with  his  attorney  or  on  the  phone  to  Washington.  Mr.  Kuypers,  the 
General  Manager  immediately  proceeding  me,  are  the  ones  who 
picked  up  the  hours  Mr.  Richard  does  not  work. 

I  have  always  assumed  that  Mr.  Kuypers  and  I  were  made  Gen- 
eral Manager  solely  to  enable  Mr.  Richard  to  spend  as  little  time 
as  possible  at  the  Club.  He  knew  that  we  were  the  types  that 
would  do  what  we  were  told  and  not  complain  or  challenge  him. 
With  us  putting  in  the  long  hours  necessary  to  run  the  Club,  he 
was  free  to  do  as  little  as  possible  but  still  retain  the  big  paycheck 
for  managing  the  Club.  We  were  in  charge  only  to  handle  the  rou- 
tine unpleasant  tasks  and  to  take  the  heat  if  anything  went  wrong. 
Mr.  Richard,  for  example,  is  conveniently  out  of  town  whenever  un- 
pleasant things,  such  as  lay-offs,  occur. 

In  conclusion,  the  way  I  feel,  the  trustee  position  created  by  the 
government  is  a  non-functioning  position  designed  as  a  means  for 
government  bureaucrats  and  Mr.  Richard  to  extort  money  from  the 
non-government  partners  of  the  Club.  Their  extortion  efforts  con- 
tinue as  they  use  a  purchase  offer  from  an  outside  party  as  a 
means  to  raise  the  price  offered  by  the  non-government  partners  to 
acquire  the  Club.  If  the  government  is  accepting  offers  from  outside 
parties,  why  was  not  the  sale  of  the  Club  open  for  competitive  bid- 
ding? That  is  all  I  have. 

Chairman  RoTH.  Is  that  the  normal  way  such  an  asset  would  be 
disposed  of,  through  competitive  bidding? 

Mr.  Atherton.  Yes,  sir,  I  would  certainly  think  so.  This  is  a 
large  asset.  It  is  a  very  profitable  Club.  There  are  any  number  of 
corporations  very  interested  in  purchasing  this  property.  This  is  an 
extremely  profitable  property. 

Chairman  Roth.  And  you  say  there  are  many  business  organiza- 
tions that  have  real  interest  in 

Mr.  Atherton.  Yes,  sir.  Yes,  sir. 

Chairman  Roth.  We  will  want  to  ask  some  questions  on  that 
later. 

Mr.  Sparkes,  will  you  tell  us  what  your  current  position  is  at  the 
Bicycle  Club? 

TESTIMONY  OF  DOUGLAS  SPARKES,^  DIRECTOR  OF  SECURITY, 
BICYCLE  CLUB  CASINO 

Mr.  Sparkes.  Yes,  sir.  My  name  is  Doug  Sparkes,  and  with  your 
permission,  sir,  I  have  provided  the  Subcommittee  with  a  detailed 
written  statement  for  the  record. 

Chairman  ROTH.  It  will  be  included  as  part  of  the  record. 

Mr.  Sparkes.  This  is  a  summary  of  the  statement  that  I  did  sub- 
mit. I  am  employed  as  the  Director  of  Security  at  the  Bell  Gardens 
Bicycle  Club  Casino.  I  have  been  the  Director  of  Security  since 
June  1992,  when  I  was  hired  by  George  Hardie,  then  General  Man- 
ager of  the  Club. 

As  the  Director  of  Security  for  the  Club,  my  duties  include  main- 
taining proper  staff,  designing  and  implementing  procedures  for 
greater  protection  of  the  Club,  employee,  and  customer  assets.  I  am 
also  responsible  for  being  the  liaison  with  all  law  enforcement  and 
Governmental  agencies  and  security-related  associations. 


*  The  prepared  statement  of  Mr.  Sparkes  appears  on  page  76. 
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From  the  standpoint  of  law  enforcement,  the  Club  is  seen  as  a 
place  where  crime  is  permitted  and  condoned.  The  Club  has  a 
world-wide  reputation  as  the  Macau  of  the  West,  where  it  is  under- 
stood the  management  will  tolerate  almost  anything  as  long  as  the 
management,  one,  profits  from  the  activity,  and  two,  will  continue 
to  profit  from  the  activity. 

When  I  first  began  working  for  the  Club,  I  was  invited  to  attend 
a  seminar  involving  law  enforcement  personnel  on  an  Asian  Orga- 
nized Crime  Task  Force  investigation  seminar.  I  was  invited  by  the 
Federal  Bureau  of  Investigation  Senior  Assistant,  Special  Agent  in 
Charge  Gary  Lisotto. 

During  this  seminar,  I  became  aware  that  complaints  had  been 
lodged  against  my  presence  by  other  members  of  law  enforcement, 
such  as  the  Los  Angeles  County  Sheriffs  Department.  Unbe- 
knownst to  me,  the  Club  had  an  infamous  reputation  at  that  time 
for  permitting  and  even  promoting  criminal  activity  within  its 
premises,  particularly  amongst  Asian  gangs.  Apparently,  other  par- 
ticipants in  this  seminar  considered  my  mere  presence  as  a  breach 
of  security  because  of  the  Club's  world  renown  criminal  reputation. 
I  was  shunned,  ostracized,  and  embarrassed.  My  mere  association 
with  the  Club  made  me  a  pariah  amongst  the  other  law  enforce- 
ment personnel. 

In  approximately  December  1992,  a  pool  of  money  consisting  of 
employee  tips  was  stolen  from  its  caretaker.  At  the  Club,  the  proce- 
dure for  collecting  tips  was  organized  prior  to  my  arrival  and  con- 
tinued until  after  this  incident.  This  procedure  consisted  of  several 
tip  drop-boxes  located  throughout  the  Club  in  which  the  tips  would 
be  collected.  Thereafter,  the  caretaker  took  the  money  from  these 
tip  boxes  into  a  private  room  to  be  counted,  exchanged  for  cash, 
and  distributed  to  all  employees  by  placing  corresponding  amounts 
into  envelopes  according  to  predesignated  amounts  for  each  em- 
ployee. The  envelopes  would  then  be  given  personally  to  the  em- 
ployees. 

Due  to  the  lack  of  accountability,  the  tip  pool  was  once  stolen 
and  was  a  constant  subject  of  skimming.  The  problem  involving  tip 
skimming  continues  to  this  day.  Some  of  the  players  have  changed. 
However,  I 

Chairman  ROTH.  Would  you  explain  what  the  word  "skimming" 
means? 

Mr.  Sparkes.  Skimming  means  removing  funds,  stealing  money 
from  the  pool,  skimming  money. 

However,  I  have  never  been  able  to  obtain  the  support  necessary 
from  the  administration  to  fully  investigate  the  crime,  or,  for  that 
matter,  to  purchase  necessary  surveillance  equipment.  In  this  re- 
gard, by  denying  my  request  for  the  equipment,  the  Club  adminis- 
tration had  obstructed  not  only  my  investigation  but  also  restricted 
my  ability  to  investigate  it. 

I  investigated  allegations  of  money  laundering  in  1993.  Once 
armed  with  the  evidence,  I  advised  Mr.  Richard  of  the  results  and 
gave  him  the  tapes  and  investigation  files  to  be  turned  over  to  the 
authorities.  As  far  as  I  am  aware,  the  Marshals  Office  did  nothing 
regarding  this  activity.  However,  it  was  clear  that  unless  I  fulfilled 
my  duties  and  called  the  criminal  activity  to  the  attention  of  the 
local  police,  this  money  laundering  would  go  unnoticed. 
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As  a  result  of  what  I  perceived  to  be  inaction  which  could  result 
in  the  Club's  loss  of  its  gaming  license,  not  to  mention  public  per- 
ception of  condoning  this  illegal  activity,  as  well  as  becoming  part 
of  this  activity  by  permitting  it  to  continue,  I  turned  the  evidence 
over  to  the  local  police. 

Subsequently,  the  Bell  Gardens  Chief  of  Police  filed  charges 
which  resulted  in  a  lengthy  administrative  hearing  with  Bell  Gar- 
den city  officials.  The  hearing  resulted  in  the  revocation  of  two 
floor  managers.  Tesfu  had  worked,  who  was  one  of  the  floor  man- 
agers at  the  Club,  as  an  Asian  games  section  manager  and  had 
been  employed  by  the  Club  since  1984. 

Since  Tesfu  and  the  other  party,  named  Wang,  were  permitted 
to  continue  with  their  operations  for  so  long,  since  the  Marshals 
Office  rejected  the  case,  and  since  Mr.  Richard  did  not  act  in  any 
fashion  whatsoever,  including  a  simple  discussion  with  those  in- 
volved to  terminate  said  activity,  the  Club,  I,  and  members  of  the 
City  of  Bell  Gardens  and  the  police  department  are  being  sued  by 
Tesfu  and  Wang  for  conspiring  to  violate  their  civil  rights. 

Mr.  Richard's  inaction  was  directly  caused  by  his  fear  of  losing 
revenues  if  any  of  the  Asian  managers  were  to  be  fired  and/or  oth- 
erwise disciplined  or  if  criminal  charges  were  to  be  filed  against 
any  employee  of  the  Club.  Mr.  Richard's  preference,  therefore,  was 
to  maintain  silence. 

Chairman  Roth.  Let  me  review  what  you  have  just  said  to  make 
sure  I  understand  it.  You,  as  the  Director  of  Security,  investigated 
allegations  of  money  laundering  in  1993  and  once  you  were  armed 
with  the  evidence,  you  went  to  Mr.  Richard,  gave  him  the  results, 
but  as  far  as  you  are  aware  the  U.S.  Marshals  Office  did  nothing? 

Mr.  Sparkes.  That  is  correct. 

Chairman  RoTH.  So  subsequently,  you  went  directly  to  the  Chief 
of  Police? 

Mr.  Sparkes.  That  is  correct. 

Chairman  RoTH.  And  they,  in  turn,  revoked  the  license  based  on 
the  information  supplied? 

Mr.  Sparkes.  That  is  correct,  sir. 

Chairman  ROTH.  Please  proceed. 

Mr.  Sparkes.  In  November  of  1994,  an  anonymous  floor  man 
who  worked  in  the  Asian  section  of  the  Club  wrote  a  note  to  Harry 
Richard  advising  him  that  the  tip  pool  in  his  section  was  missing 
approximately  $20,000.  The  author  of  the  note  further  specified 
that  one  of  the  floor  men  saw  the  Asian  distribution  sheet  and  dis- 
covered that  one  of  the  Asian  managers  was  stealing  pool  money. 
The  letter  requested  that  Mr.  Richard  investigate  this  manager 
and  to  please  put  a  stop  to  the  practice  of  cheating. 

Approximately  2  weeks  later,  I  also  received  a  note  from  the 
same  floor  man  with  a  copy  of  the  aforementioned  note  to  Mr.  Rich- 
ard attached.  According  to  this  note,  the  floor  men  were  frustrated 
because  they  sent  this  note  to  Mr.  Richard  and  he  was  doing  noth- 
ing about  the  cheating  and  stealing  going  on. 

Currently,  skimming  and  stealing,  selling  and  buying  of  drugs, 
extortion,  and  loan  sharking,  among  other  crimes,  are  going  on  at 
the  Club.  I  have  requested  equipment  necessary  to  conduct  proper 
investigations  on  the  money  skimming  and  loan  sharking  oper- 
ations. The  requests  through  him  have  been  denied. 
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Chairman  ROTH.  I  would  like  to  read  into  the  record  here  your 
full  statement  at  this  point,  if  I  may.  It  says,  "In  truth,  the  condi- 
tion of  the  Club  is  dangerous.  The  skimming,  stealing,  cheating, 
and  payoffs  have  drained  the  Club  of  much  needed  revenues.  The 
trustee's  refusal  to  act  upon  the  advice  of  his  administration  has 
hindered  and  even  obstructed  all  efforts  to  improve  and  benefit  the 
Club. 

"Currently,  skimming  and  stealing,  narcotics,  extortion  and  loan 
sharking,  among  other  crimes,  are  ongoing  at  the  Club.  I  have  re- 
quested equipment  necessary  to  conduct  proper  investigations  on 
the  money  skimming  and  loan  sharking  operations.  Each  of  my  re- 
quests has  been  denied." 

They  have  been  denied,  despite  the  fact  that  you  are  the  current 
Director  of  Security,  is  that  correct? 

Mr.  Sparkes.  That  is  correct. 

Chairman  ROTH.  Please  proceed. 

Mr.  Sparkes.  My  job  as  the  Director  of  Security  has  been  greatly 
curtailed,  as  stated  by  the  aforementioned  acts  as  well  as  omissions 
of  Mr.  Richard. 

It  goes  without  saying  that  the  job  of  a  police  officer  or  a  security 
officer  cannot,  in  good  faith  or  in  good  sense,  be  left  to  the  discre- 
tion of  a  criminal.  Hence,  felons  are  not  permitted  to  become  peace 
officers,  to  be  bonded,  licensed,  or  insured  under  most  cir- 
cumstances. 

An  individual  by  the  name  of  Don  Shepard  was  independently 
contracted  by  George  Hardie  to  be  on  the  surveillance  team  for  the 
Club  several  years  ago.  Don  Shepard  is  a  convicted  felon.  He  has 
no  training  in  surveillance  or  security,  that  is,  other  than  whatever 
he  may  have  learned  while  being  a  felon.  Shepard  was  actually 
convicted  of  skimming  while  at  the  Tropicana  Casino,  a  name  that 
comes  up  quite  frequently. 

The  surveillance  team  clearly  did  not  want  Mr.  Shepard  working 
with  them,  since  his  presence  compromised  their  security.  The 
question  then  became  what  to  do  with  Shepard.  For  some  reason, 
it  was  important  for  Mr.  Richard  to  keep  Mr.  Shepard  at  the  Club. 
Mr.  Richard  was  advised  by  the  City  of  Bell  Gardens  and  its  inves- 
tigators that  Don  Shepard,  his  employment  at  the  Club  was  very 
questionable.  Rather  than  to  heed  their  advice,  however,  Mr.  Rich- 
ard recently  retained  Don  Shepard  as  a  surveillance  consultant.  As 
the  Security  Director,  it  gives  me  great  displeasure  to  have  this 
consultant  in  essence  thrust  upon  me  by  Mr.  Richard. 

When  members  of  the  Senate  Permanent  Subcommittee  recently 
visited  the  Club  for  the  purposes  of  the  investigation,  I  was  strong- 
ly encouraged  to  stay  away  by  Mr.  Richard.  It  was  painfully  clear 
that  the  investigators  were  going  to  be  shown  a  very  limited  aspect 
of  the  Club  and  that  I  was  not  to  speak  to  them  or  interact  with 
them. 

Currently,  there  is  a  pending  investigation  into  tip  skimming 
and  money  laundering  activities  at  the  Club.  In  order  to  conduct 
the  investigation  properly,  I  feel  that  specific  surveillance  equip- 
ment is  an  absolute  necessity,  along  with  the  cooperation  and  con- 
fidential support  of  the  administration. 

I  have  made  numerous  requests  to  Mr.  Richard  for  the  purchase 
of  this  equipment,  which  under  the  circumstances  would  amount  to 
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a  nominal  charge.  I  have  gotten  no  cooperation  from  Mr.  Richard 
in  this  area,  including  any  acknowledgment  that  my  investigation 
is  even  necessary.  I  have  essentially  been  stopped  from  conducting 
ftirther  and  more  aggressive  investigations  into  this  area,  which 
has  continued  to  result  in  the  loss  of  revenue. 

A  money  account  exists  in  the  Gold  Room,  which  is  our  high 
limit  area,  which  is  designated  as  an  "impress  account".  It  has 
been  suspected  for  years  that  this  account  has  been  and  continues 
to  be  used  for  loan  sharking  activities.  According  to  information  re- 
ceived, the  funds  from  this  account  have  been  lent  out  to  players 
who  are  charged  exorbitant  interest  rates  with  profits  kept  by  the 
managers,  again,  shades  of  the  Hollman  Cheung  charges. 

I  advised  Mr.  Richard  on  many  occasions  that  this  was  an  ongo- 
ing problem  and  that  something  needed  to  be  done  or  the  Club 
could  lose  its  license.  Each  time  I  spoke  to  Mr.  Richard  about  this 
problem,  he  would  advise  me  that  he  would  look  into  it.  However, 
I  never  received  any  result  of  his  looking. 

Chairman  ROTH.  Have  you  any  idea  how  many  times  that  hap- 
pened? 

Mr.  Sparkes.  Numerous  times. 

Chairman  RoTH.  Numerous  times. 

Mr.  Sparkes.  In  November  1995,  the  subject  of  the  impress  fund 
and  loan  sharking  through  the  fund  came  up  again.  I  advised  Mr. 
Richard  that  I  would  be  conducting  an  investigation.  However,  Mr. 
Richard  breached  this  confidence  by  causing  the  casino  managers 
in  the  area  I  was  investigating  to  be  tipped  off.  Thus,  the  investiga- 
tion again  was  thwarted. 

As  the  Director  of  Security,  an  important  part  of  my  job  is  to 
monitor,  investigate,  and  report  criminal  activity.  I  am  also  obli- 
gated to  cooperate  with  local  law  enforcement  and  government  in 
any  investigation  they  may  be  conducting  into  Club  affairs  or  per- 
sonnel. It  is  without  question  that  I  have  received  more  cooperation 
and  support  from  outside  administrators  than  from  the  govern- 
ment's appointed  trustee,  Mr.  Richard,  in  carrying  out  my  duties 
and  responsibilities. 

In  addition  to  hindering  my  investigatory  efforts,  sharing  con- 
fidential information  with  the  very  persons  I  am  investigating,  at- 
tempting to  stop  my  inquiries  into  matters  within  my  responsibil- 
ity, I  recently  discovered  that  Mr.  Richard  had  also  agreed  to  ter- 
minate me  from  employment  for  alleged  and  unnamed  activities 
which  have  not  been  in  the  best  interest  of  the  Club. 

My  only  response  to  his  charge  is  that  if  Mr.  Richard  feels  I  have 
not  acted  in  the  best  interests  of  the  Club  because  I  would  not  stop 
inquiring  into  and  investigating  criminal  enterprises,  seriously  per- 
forming my  duties  as  the  Director  of  Security,  refused  to  perform 
the  function  of  providing  a  "clean  front"  to  the  public  and  govern- 
ment and  law  enforcement  agencies,  I  will  have  to  admit  that  he 
is  correct.  However,  I  would  vehemently  disagree  that  any  of  this 
is  in  the  best  interest  of  the  Club. 

Testifying  before  this  Subcommittee  has  and  will  in  the  future 
place  me  in  a  very  precarious  employment  situation.  It  appears 
that  decrease  in  criminal  activity  is  seen  by  Mr.  Richard  and/or  the 
Marshals  Office  as  against  the  best  interests  of  the  Club. 
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On  the  other  hand,  I  was  told  by  Mr.  Richard  that  the  Marshals 
Office  was  tired  of  being  on  the  defensive  with  respect  to  this  Sub- 
committee's investigation.  Therefore,  I  was  told  by  Mr.  Richard  to 
prepare  a  memorandum  touting  the  wonderful  achievements  of  the 
security  department,  allegedly  under  the  auspices  of  Mr.  Richard's 
tenure.  The  understanding  was  that  this  memorandum  would  be 
used  at  this  hearing  to  bolster  the  appearance  of  the  Club  oper- 
ations while  it  has  been  government  controlled.  Based  upon  Mr. 
Richard's  request,  I  prepared  such  a  memorandum  on  March  1, 
1996. 

The  nature  of  Mr.  Richard's  request  and  apparent  significance  of 
the  memorandum  to  the  government  depicts  the  precise  quandary 
that  the  government  finds  itself  in  after  years  of  attempting  to  ad- 
minister Club  operations. 

It  only  stands  to  reason  that  a  significant  difference  would  have 
been  evident  if  government  spent  additional  energy  and  care  in  the 
selection  of  the  trustee.  It  is  further  unquestionable  that  better 
monitoring  of  trustee  and  Club  activities  at  the  very  onset  would 
have  resulted  in  a  more  expeditious  and  efficient  sale  of  the  Club, 
which,  of  course,  would  result  in  the  increase  in  revenues. 

I  am  not  of  the  opinion  that  gaming  should  be  banned  altogether 
in  this  country  or  that  government  should  not  regulate  the  gaming 
business,  as  it  does  other  types  of  industry. 

If  the  question  before  the  Senate  is  whether  government  has 
competently  handled  its  responsibility  of  managing  Club  operations 
and  adequately  protected  and  prepared  the  assets  for  sale  following 
its  seizure,  the  answer  must  be  in  the  negative.  By  all  outward  ap- 
pearances, the  government  has  been  unable  to  effectively  manage 
or  operate  the  Club.  In  order  for  the  Club  to  continue  operating 
profitably,  it  will  need  recapitalizing  and  a  complete  restructuring 
of  the  management  policies  and  procedures. 

Clearly,  the  government  has  not  and  will  not  adopt  an  active  role 
in  controlling  and  eradicating  criminal  enterprise  on  the  Club 
premises  for  fear  of  the  loss  of  revenue.  Indeed,  government  inac- 
tion in  the  face  of  money  laundering,  skimming,  and  narcotics,  to 
name  a  few,  translates  into  government  participation  into  the 
criminal  activity  itself. 

The  Federal  Government  has  created  an  obtuse  bureaucracy  of 
competing,  divergent,  and  conflicting  interest  due  to  poor  business 
decisions.  Government  control  of  the  Club  in  this  instance  has 
served  only  to  insulate  and  promote  the  most  inefficient,  chaotic, 
and  substandard  management  policies  existing  at  the  Club  when 
the  asset  was  seized.  Innovative  concepts,  creative  resolution  of 
problems,  aggressive  attacks  on  crime  have  taken  back  seats  to  the 
short-term  vision  of  profits. 

Morale  is  at  an  all-time  low  amongst  Club  employees  because 
they  understand  that  the  government  is  essentially  "dirty."  Those 
who  have  complained  about  criminal  activity  in  the  past  are  no 
longer  interested  in  wasting  their  time  or  placing  themselves  at 
risk  for  nothing. 

In  addition,  substantial  revenue  has  been  lost  due  to  the  skim- 
ming, stealing,  and  cheating  from  the  house  and  the  customers  by 
the  Club's  own  game  managers,  who  in  some  instances  are  also  top 
members  of  known  dangerous  criminal  Asian  gangs.   Crime  has 
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continued  to  exist  and  grow  through  the  use  of  kickbacks  and  other 
benefits  given  to  the  administration  in  return  for  a  bhnd  eye. 

There  was  a  time  where  there  was  hope  amongst  those  employed 
by  the  Club  that  the  Federal  Government  would  clean  up  the  Club 
and  quickly  sell  its  interest  to  a  viable,  legitimate  investor.  The 
general  consensus  at  one  time  was  the  Club  could  and  would  actu- 
ally become  a  strong  financial  enterprise,  continuing  to  provide  rev- 
enue for  the  City  of  Bell  Gardens  and  the  members  of  the  commu- 
nity and  the  employees  and  investors. 

Unfortunately,  with  the  help  of  the  government,  the  Bicycle  Club 
is  and  has  been  in  the  constant  state  of  being  what  it  is  and  never 
becoming  what  it  could  become.  That  is  all  I  have. 

Chairman  RoTH.  Thank  you,  Mr.  Sparkes. 

Just  to  review  what  I  understand  you  to  say,  you,  as  the  current 
Director  of  Security,  have  found  that  in  your  effort  to  improve  the 
environment,  to  eliminate  criminal  acts,  you  have  received  no  co- 
operation, is  that  a  fair  statement? 

Mr.  Sparkes.  That  is  correct,  sir. 

Chairman  Roth.  Not  only  have  you  received  no  cooperation,  but 
you  have  been  requested  to  write  a  memorandum  to  favor  manage- 
ment. If  I  understood  what  you  said,  and  I  would  like  to  read  what 
you  have  in  your  written  record,  "When  members  of  the  Senate 
Permanent  Subcommittee  recently  visited  the  Club  for  purposes  of 
investigation,  I  was  strongly  encouraged  by  Richard  to  stay  away. 
It  was  painfully  clear  that  the  investigators  were  going  to  be  shown 
a  very  limited  aspect  of  the  Club  and  that  I  was  not  to  speak  to 
them  or  interact  with  them  in  any  way."  Is  that  a  correct  state- 
ment? 

Mr.  Sparkes.  That  is  correct. 

Chairman  ROTH.  Gentlemen,  I  am  going  to  start  my  questions. 
I  would  appreciate  your  keeping  answers  as  relatively  short  as  pos- 
sible because  time  is  moving  on. 

Let  me  ask  you  the  following  question.  How  much  time  does  Mr. 
Richard  spend  working  at  the  Bicycle  Club?  Mr.  Lisowski? 

Mr.  Lisowski.  In  my  observations,  I  would  say  that  in  actual 
days,  he  was  probably  there  less  than  2  full  days  a  week.  That  is 
relative  to  what  I  also  would  call  quality  time,  Senator.  I  have  met 
individuals  who  can  run  a  casino  in  2  days  a  week,  that  are  ex- 
tremely organized,  have  people  under  them  who  know  what  is 
going  on.  That  was  not  the  case  here. 

Chairman  RoTH.  Mr.  Atherton? 

Mr.  Atherton.  Mr.  Richard  was  probably  3  to  4  days  a  week  at 
the  Club. 

Chairman  RoTH.  Mr.  Sparkes? 

Mr.  Sparkes.  In  the  beginning,  when  he  first  was  assigned  as 
the  trustee  of  the  Club,  he  was  there  a  very  limited  amount  of 
time,  a  few  hours  maybe  a  day  at  most.  It  was  not,  again,  time  uti- 
lized for  Club  business.  It  was  usually  on  a  computer  watch  or  com- 
puterized games. 

Chairman  RoTH.  Mr.  Lisowski,  a  few  months  after  Mr.  Richard 
was  hired  as  trustee,  you  helped  him  incorporate  a  company  named 
Badger  Gaming  in  Nevada.  What  was  the  purpose  of  Badger  Gam- 
ing? 
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Mr.  LiSOWSKl.  The  purpose  of  Badger  Gaming  was  to  look  for 
and  seek  other  opportunities  to  do  casino  consulting  with.  Prior  to 
the  time  that  Mr.  Richard  had  been  hired,  he  had  done  such  activi- 
.ti.es  with  another  company,  and,  in  fact,  this  activity  carried  over 
during  the  initial  months  when  he  was  working  for  the  Marshals 
Service.  He  was  making  trips  down  to  Aruba.  I  believe  there  were 
probably  seven  or  eight  trips  down  there  during  this  initial  period 
where  he  was  doing  consulting  work.  He  wanted  this  to  continue 
in  some  other  framework  afterwards  and  that  was  the  purpose  of 
doing  this. 

Chairman  ROTH.  Mr.  Lisowski,  did  Mr.  Richard  maintain  proper 
accounts  for  his  trustee-related  revenues  and  expenses,  keeping 
these  separate  from  his  personal  accounts? 

Mr.  Lisowski.  This  is  an  area.  Senator,  that  concerned  me.  As 
I  previously  stated,  I  represent  trustees  and  I  am  a  trustee  myself. 
There  was  no  separate  account  that  was  kept  for  the  trustee.  I 
would  submit  a  bill  and  I  would  get  a  check  usually  written  out 
of  one  of  two  personal  accounts  which  he  maintained  and  which, 
to  my  knowledge,  was  regularly  commingled  with  other  types  of 
payments. 

Chairman  RoTH.  Mr.  Lisowski,  why  was  the  Marshals  Service 
splitting  their  bonus  with  Mr.  Richard? 

Mr.  Lisowski.  That  was  interesting.  Senator,  how  that  hap- 
pened. The  government  picked  up  the  bonus  as  a  result  of  the  No- 
vember 1993  hearing  with  Judge  Roettger,  where  they  obtained  the 
administrative  officer's  salary  and  a  bonus.  I  was  tasked  to  prepare 
a  budget  for  1994.  Mr.  Richard  had  made  $150,000,  as  I  recall,  in 
1993. 

The  budget  for  1994,  I  was  basically  instructed  to  raise  his  salary 
to  $200,000,  and  then  as  a  last-minute  change  to  the  budget,  I  was 
again  instructed  to  basically  include  as  an  asterisk  item  on  the  bot- 
tom of  the  budget  one-half  of  this  bonus,  which  probably,  geez,  it 
was  a  great  deal  of  money.  It  is  probably  another  $80,000  a  year 
or  so,  and  this  was  added  on.  There  was  never  any  reason  or  expla- 
nation given  for  this  and  it  concerned  me. 

Chairman  RoTH.  The  Marshals  will  tell  us  today  that  they  have 
recently  found  a  buyer  for  the  Club.  Are  you  aware  of  a  current  let- 
ter of  intent  to  purchase  the  government's  interest? 

Mr.  Lisowski.  I  am,  Senator,  and  I  will  state  unequivocally  for 
the  record  that  this  is  nothing  more  than  another  smoke  screen. 
This  is  similar  to  what  they  tried  to  do  back  in  October  by  going 
in  and  stating,  we  are  going  to  hire  an  investment  banker,  so  they 
can  come  in  here  today  and  wave  a  piece  of  paper  over  their  head 
and  say,  hey,  all  these  hearings  are  moot. 

We  had  discussions  with  another  similarly  situated  group  as  this 
current  buyer  before  I  left  the  Club.  That  group  hired  their  own 
counsel  and  concluded  they  could  not  close  this  transaction.  The 
current  people  who  wish  to  purchase  this  entity  are  a  publicly  trad- 
ed licensed  gaming  company  in  England.  Under  current  California 
law,  there  is  no  way  they  can  hold  the  license.  So  unless  there  are 
dramatic  things  that  happen,  for  example,  unless  this  buyer  is  ca- 
pable of  bujdng  100  percent  of  all  other  partners  and  doing  some 
really  bizarre  things,  there  is  no  way  they  can  get  licensed.  This 
transaction  could  not  close,  and  I  do  not  see  any  other  way  it  can. 
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Chairman  ROTH.  You  are  sajring  it  cannot  be  closed  because  it 
cannot  be  foreign  owned? 

Mr.  LiSOWSKl.  Under  California  law,  Senator,  and  this  is  some- 
thing that  the  U.S.  Marshals  Service,  I  think,  has  never  grasped, 
are  the  parameters  for  licensing  in  the  State  of  California.  In  the 
State  of  California,  you  cannot  hold  a  gaming  license  if  you  are  a 
publicly  traded  company.  You  can  also  not  hold  a  gaming  license 
if  you  conduct  gaming  activities  in  another  jurisdiction.  So  they 
would  be  precluded  by  current  California  law.  Barring  legislation 
and  a  change  in  their  statutes,  they  could  not  be  licensed. 

Chairman  RoTH.  Was  any  earnest  money  paid  down  for  this  let- 
ter of  intent? 

Mr.  LiSOWSKI.  There  is  no  earnest  money  paid  down,  and  I  will 
tell  you.  Senator,  that  shortly  before  I  left,  I  had  discussions  with 
representatives  of  this  buying  entity,  like  in  the  last  few  days  be- 
fore I  was  let  go,  and  during  these  discussions,  again,  the  impos- 
sibility of  closing  this  transaction  was  discussed.  I  think  even  to  an 
extent  they  acknowledged  that.  But  there  has  been  no  money,  there 
is  no  binding  effect,  and  there  is  no  contract  in  place. 

Even  if  the  Marshals  Service  tomorrow  contracted  with  somebody 
to  buy  this  entity,  it  would  probably  take  them  another  year  to 
close  the  transaction,  based  on  how  they  are  handling  this.  They 
have  never  had  in  place  any  type  of  mechanism  to  close  this  t3T)e 
of  transaction,  and  in  my  opinion.  Senator,  there  has  never  been 
anything  in  place  to  sell  this  Club.  There  has  never  been  any  type 
of  plan,  an3rthing  that  would  ever  work  that  would  cause  this 
transaction  to  close. 

I  would  state  that  I  feel  today  in  my  opinion  as  a  gaming  attor- 
ney, they  are  farther  away  from  a  sale  today  than  they  were  when 
I  walked  in  the  door  on  March  28,  1993. 

Chairman  ROTH.  Mr.  Atherton,  you  testified  earlier  that  the 
Marshals  have  forced  the  casino  to  pay  the  Service  a  big  salary  and 
bonus  which  it  splits  with  Mr.  Richard.  Who  sets  the  amount  of 
that  bonus? 

Mr.  Atherton.  That  would  be  Mr.  Richard. 

Chairman  ROTH.  So  Mr.  Richard  sets  the  size  of  his  own  bonus? 

Mr.  Atherton.  Yes,  sir. 

Chairman  RoTH.  Wlien  was  the  last  bonus  paid  to  the  Marshals 
Service  and  how  much  was  it? 

Mr.  Atherton.  I  believe  it  was  for  $112,000  in  August  or  Sep- 
tember of  1995. 

Chairman  ROTH.  Mr.  Atherton,  according  to  documents  obtained 
by  the  Subcommittee,  in  1995  alone,  the  Bicycle  Club  made  nearly 
$800,000  in  political  contributions.  Who  controls  the  casino's  politi- 
cal contributions? 

Mr.  Atherton.  Minor  contributions,  I  would.  The  large  contribu- 
tions like  that,  Mr.  Richard. 

Chairman  RoTH.  What  is  the  drawing  line,  minor  or  large? 

Mr.  Atherton.  The  large  contributions  you  are  talking  that  year, 
the  bulk  of  those  were  for  fighting  other  card  club  initiatives.  When 
I  say  the  small  contributions,  we  get  a  lot  of  requests  for  a  $500 
thing,  $1,000  a  plate  dinners,  that  type  of  thing.  I  will  usually  ap- 
prove those  on  my  own. 


34 

Chairman  RoTH.  Did  Mr.  Richard  deal  on  his  own  with  the  casi- 
no's poHtical  consultant,  Mr.  Westlund? 

Mr.  Atherton.  Yes,  sir,  customarily  so. 

Chairman  ROTH.  Mr.  Sparkes,  you  have  indicated  that  Mr.  Rich- 
ard assigned  a  convicted  felon  named  Donald  Shepard  to  your  secu- 
rity department.  Why  did  you  object  to  this  arrangement? 

Mr.  Sparkes.  The  main,  primary  reason  was  due  to  the  fact  that 
Don  Shepard  was  an  individual  convicted  of  skimming  while  work- 
ing at  the  Tropicana  Casino.  He  is  a  convicted  felon  and  he  is  sup- 
posed to — working  within  a  security  environment  did  not  make 
sense.  As  a  convicted  felon,  he  cannot  be  licensed  or  bonded  in  a 
gaming  environment  and  that  was  another  major  reason. 

He  was  actually  originally  hired  by  George  Hardie  as  an  inde- 
pendent contractor  for  the  surveillance  team.  As  an  independent 
contractor,  basically,  at  that  time,  they  felt  it  got  them  out  of  the 
rule  of  being  licensed  through  the  city  itself.  The  city  basically  told 
Mr.  Richard  or  strongly  suggested  to  Mr.  Richard  to  get  rid  of  Mr. 
Shepard,  which  he  did  not  take  heed  to.  That  came  out  even  in  the 
recommendations,  I  believe,  in  a  report,  the  Van  de  Kamp  report. 
There  was  a  lot  of  question  about  Mr.  Shepard's  ability  to  work  on 
site  at  the  Club. 

Chairman  ROTH.  Mr.  Sparkes,  have  you  felt  any  intimidation  or 
pressure  from  either  Mr.  Richard  or  the  Marshals  regarding  your 
testimony  before  this  Subcommittee? 

Mr.  Sparkes.  Yes.  From  Mr.  Richard,  there  were  some  questions 
being  asked  as  of  late,  within  the  last  month  or  so,  since  the  Sub- 
committee has  been  involved  in  the  investigation,  about  there  is  an 
internal  leak  going  on  within  the  Club  upper  management.  He  was 
very  concerned  about  that  leak  and  that  anybody  basically  that  he 
felt  was  found  compromising  himself  would  be  terminated. 

Chairman  RoTH.  So  the  Subcommittee — excuse  me.  Gro  ahead. 

Mr.  Sparkes.  As  we  progressively  got  closer  to  the  hearing,  Mr. 
Richard  has  been  extremely  pleasant,  puts  his  arms  around  you 
and  squeezes  you  and  shows  you  some  affection  and  tells  you  what 
a  great  job  you  have  been  doing.  That  has  been  ongoing  for  the  last 
2  weeks. 

Chairman  RoTH.  The  last  2  weeks? 

Mr.  Sparkes.  Yes. 

Chairman  RoTH.  Let  me  ask  you  pretty  much  the  same  question, 
Mr.  Lisowski.  Did  the  trustee  tell  you  to  keep  your  distance  from 
the  Subcommittee  staff  during  their  visit  in  September  1995? 

Mr.  Lisowski.  I  was  told  that  not  only  by  Mr.  Richard  but  also 
by  the  Marshals  Service.  When  the  Subcommittee  originally  came 
to  the  Club,  it  was  on  a  Friday.  My  normal  days  at  the  Club  were 
Thursday  and  Friday.  I  was  basically  asked  not  to  be  there.  I  was 
also  reminded,  both  orally  and  subsequently  in  a  letter  from  Mr. 
Holecko,  not  to  talk  to  this  Committee. 

Chairman  RoTH.  Mr.  Lisowski,  would  you  tell  me  who  in  the 
Marshals  Service  did  so? 

Mr.  Lisowski.  Mr.  Holecko  verbally  told  me  in  the  one  meeting 
I  had  with  him  in  early  October,  a  general  warning  about  not  talk- 
ing to  this  Committee.  I  subsequently  received  a  letter  from  him 
reminding  me  not  to  talk  to  this  Committee  and  that  if  I  did  talk 
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to  anybody  from  this  Committee,  they  were  going  to  go  to  my  bar 
association  and  attempt  to  take  disciphnary  action  against  me. 

Chairman  RoTH.  Mr.  Lisowski,  I  would  hke  to  request  that  you 
put  that  letter  in  the  record. 

Mr.  Lisowski.  That  is  correct.  That  is  fine. 

Chairman  RoTH.  Finally,  Mr.  Lisowski,  have  you  felt  any  intimi- 
dation or  pressure  from  either  Mr.  Richard  or  the  Marshals  regard- 
ing your  testimony  before  this  Subcommittee? 

Mr.  Lisowski.  I  have.  In  addition  to  the  things  I  have  just  men- 
tioned, for  example,  the  Marshals  Service  refused  to  pay  me  and 
kind  of  tried  to  hold  that  over  my  head,  basically.  "We  are  going 
to  review  your  bills.  Be  a  good  boy.  We  will  give  you  a  clean  bill 
of  health  and  pay  you.  If  you  do  not  go  our  way,  you  are  never 
going  to  see  it  and  we  are  going  to  cause  problems  for  you." 

I  thoroughly  expect,  what  has  been  going  on,  they  have  been  hir- 
ing outside  agencies  to  come  in  and  audit,  to  look  at  things,  send- 
ing people  in  to  go  through  my  files,  that  they  plan  to  take  some 
action  against  me.  This  was  the  type  of  intimidation  and  why  noth- 
ing has  been  said  or  done  prior  to  this  time  by  the  Marshals  Serv- 
ice. I  think  everybody  wanted  to  see  whether  I  would  be  here  and 
what  I  would  say  first. 

Chairman  ROTH.  Gentlemen,  I  appreciate  your  being  here  very 
much.  We  may  have  further  questions  at  a  later  stage.  If  so,  we 
will  submit  them  in  writing.  Thank  you  very  much  for  being  here. 

At  this  time,  I  would  instruct  everyone  in  the  hearing  room  to 
remain  where  you  are  and  not  move  around  while  the  Marshals 
bring  our  next  witness  into  the  hearing  room.  The  Marshals  will 
please  proceed. 

Our  next  witness  is  Hollman  Cheung.  Mr.  Cheung  formerly  was 
the  Director  of  Asian  Games  at  the  Bicycle  Club  Casino.  Mr. 
Cheung,  we  swear  in  all  witnesses  who  appear  before  this  Sub- 
committee, so  please  rise  and  raise  your  right  hand. 

Do  you  swear  or  affirm  that  the  testimony  you  will  give  before 
this  Subcommittee  is  the  truth,  the  whole  truth,  and  nothing  but 
the  truth,  so  help  you,  God? 

Mr.  Cheung.  Yes,  I  do. 

Chairman  RoTH.  Please  be  seated.  I  understand  that  you  are  ac- 
companied by  counsel.  Would  the  counsel  please  identify  himself 
and  his  firm? 

Mr.  Becker.  Good  afternoon.  Chairman  Roth.  My  name  is  Gary 
Becker.  I  am  with  the  law  firm  of  Lefcourt  &  Dratel,  P.C,  located 
in  New  York  City. 

Chairman  Roth.  Mr.  Cheung,  I  understand  you  will  not  be  giv- 
ing a  statement,  so  we  will  proceed  directly  to  the  questions. 

TESTIMONY  OF  HOLLMAN  CHEUNG,  FORMER  BICYCLE  CLUB 
CASINO  EMPLOYEE 

Chairman  ROTH.  Mr.  Cheung,  when  were  you  employed  at  the 
Bicycle  Club  Casino  and  what  were  your  duties  there? 

Mr.  Cheung.  Approximately  January  1985  to  March  1994.  I  was 
the  Asian  Games  Director  and  I  brought  the  Asian  games  to  the 
casino. 
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Chairman  ROTH.  I  understand  that  the  Asian  games  at  the  ca- 
sino are  similar  to  poker.  Can  you  briefly  explain  how  these  games 
are  played? 

Mr.  Cheung.  The  games  are  similar  to  poker  and  involve  players 
wagering  against  each  other  based  on  a  combination  of  hands  and 
tiles. 

Chairman  ROTH.  Between  1990  and  1993,  how  much  were  you 
paid  for  managing  the  Asian  games  at  the  casino? 

Mr.  Cheung.  I  do  not  remember  the  exact  amounts  without  look- 
ing at  the  records.  However,  I  do  believe  it  is  approximately  $19 
million  payable  to  the  Hollman  Management  Group. 

Chairman  Roth.  Nineteen  million  dollars? 

Mr.  Cheung.  One-nine,  $19  milhon. 

Chairman  RoTH.  What  was  the  most  you  were  paid  by  the  casino 
in  any  1  year? 

Mr.  Cheung.  I  do  not  remember  the  exact  amounts  but  I  think 
it  is  approximately  $6  million  in  1992. 

Chairman  ROTH.  Six  million  dollars? 

Mr.  Cheung.  Six  million. 

Chairman  Roth.  So  you  are  telling  us  that  you  were  paid  rough- 
ly $19  million  during  the  years  the  Marshals  were,  in  effect,  run- 
ning the  casino? 

Mr.  Cheung.  Yes. 

Chairman  ROTH.  On  February  13,  1993,  you  were  arrested  at  the 
Bicycle  Club  on  federal  fraud  charges? 

Mr.  Cheung.  Yes. 

Chairman  RoTH.  After  your  arrest  on  the  fraud  charges,  did  any- 
one from  the  Marshals  Service  ask  you  to  quit  your  job  at  the  ca- 
sino? 

Mr.  Cheung.  No. 

Chairman  RoTH.  Why  did  you  eventually  leave  the  Bicycle  Club 
in  March  1994? 

Mr.  Cheung.  I  was  rearrested  by  the  federal  law  enforcement 
agency. 

Chairman  ROTH.  What  were  you  arrested  for? 

Mr.  Cheung.  Conspiracy,  loan  sharking,  and  extortion. 

Chairman  Roth.  Is  it  not  true  that  you  were  convicted  of  con- 
spiracy, loan  sharking,  and  extortion  based  on  activities  that  took 
place  at  the  Bicycle  Club  while  the  Marshals  were  running  the  ca- 
sino? 

Mr.  Becker.  One  moment.  Senator. 

[Pause.] 

Mr.  Cheung.  Yes. 

Chairman  RoTH.  Mr.  Cheung,  are  you  presently  serving  time  in 
a  federal  prison? 

Mr.  Cheung.  Yes. 

Chairman  ROTH.  Has  Mr.  Richard,  the  government's  trustee,  vis- 
ited you  since  you  have  been  in  jail? 

Mr.  Cheung.  Yes.  He  came  to  see  me  two  or  three  times. 

Chairman  ROTH.  What  was  the  purpose  of  Mr.  Richard's  visit? 

Mr.  Cheung.  To  seek  the  advice  on  how  to  run  the  Asian  games 
and  collect  the  marker  or  the  credit  I  extended  in  the  past  to  the 
customers. 
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Chairman  RoTH.  Did  he  also  ask  your  advice  on  who  to  hire  to 
run  these  games? 

Mr.  Cheung.  Yes. 

Chairman  RoTH.  That  concludes  my  questions  of  you,  Mr. 
Cheung.  I  would  instruct  everyone  in  the  hearing  room  to  remain 
where  they  are  and  not  move  around  while  the  Marshals  accom- 
pany the  witness  from  the  hearing  room.  I  now  ask  the  Marshals 
to  escort  Mr.  Cheung  out. 

Our  next  witness  is  Harry  J.  Richard,  trustee  for  the  Bicycle 
Club  Casino.  Would  you  please  come  forward,  Mr.  Richard?  Please 
raise  your  right  hand. 

Do  you  swear  or  affirm  that  the  testimony  you  will  give  before 
this  Subcommittee  is  the  truth,  the  whole  truth,  and  nothing  but 
the  truth,  so  help  you,  God? 

Mr.  Richard.  I  do. 

Chairman  ROTH.  Mr.  Richard,  are  you  accompanied  by  counsel, 
and  if  so,  would  the  counsel  please  identify  yourself  and  your  firm 
for  the  record? 

Ms.  Smith.  I  am  Mr.  Richard's  counsel.  My  name  is  Ann  Kane 
Smith  of  the  law  firm  Sheppard,  Mullin,  Richter  and  Hampton. 

Chairman  ROTH.  Mr.  Richard,  would  you  please  proceed  with 
your  statement? 

TESTIMONY  OF  HARRY  J.  RICHARD,*  TRUSTEE  FOR  THE 
BICYCLE  CLUB  CASINO 

Mr.  Richard.  Thank  you,  Mr.  Chairman.  Good  morning,  Mr. 
Chairman  and  other  members  of  the  Subcommittee.  My  name  is 
Harry  Richard  and  I  am  the  Federal  court  appointed  trustee  for 
the  U.S.  Government  interest  in  the  Bell  Garden  Bicycle  Club. 

I  understand  that  the  Subcommittee  is  reviewing  the  U.S.  Gov- 
ernment's management  of  various  assets  that  have  been  seized 
pursuant  to  the  government  forfeiture  program.  As  you  know,  I 
have  previously  provided  Subcommittee  staff  with  information  and 
documents  relating  to  the  Bicycle  Club.  I  am  happy  to  be  here 
today  to  answer  any  questions  the  Subcommittee  may  have. 

However,  before  answering  any  questions  from  the  Subcommit- 
tee, I  would  like  to  give  a  brief  description  of  my  background  and 
experience  in  the  gaming  industry.  I  do  have  a  longer  written 
statement  which  I  would  like  to  have  entered  into  the  record.  Sir, 
have  you  received  that? 

Chairman  ROTH.  We  have  received  it  and  it  will  be  included  as 
if  read. 

Mr.  Richard.  Thank  you,  sir.  Mr.  Chairman,  as  the  Subcommit- 
tee may  know,  I  have  spent  the  last  17  years  working  in  the  casino 
industry.  I  was  first  employed  in  the  casino  industry  in  1978.  Prior 
to  that  time,  I  spent  20  years  in  the  United  States  Air  Force,  in- 
cluding two  combat  tours  in  Vietnam.  I  retired  from  the  Air  Force 
as  a  Major  in  1978.  At  the  time  of  my  retirement,  I  was  stationed 
at  Nellis  Air  Force  Base  in  Las  Vegas,  Nevada.  Because  my  wife 
was  a  school  teacher  in  Las  Vegas  and  we  owned  a  home  and  lived 
in  the  community,  I  sought  employment  in  the  gaming  industry 
after  leaving  the  Air  Force. 


'The  prepared  statement  of  Mr.  Richard  appears  on  page  81. 


38 

I  have  worked  at  a  number  of  Las  Vegas  casinos,  including 
Caesar's  Palace,  the  MGM  Marina  Casino  Hotel,  the  San  Remo  Ca- 
sino Hotel,  and  Main  Street  Station  Casino.  In  my  17  years  of  ex- 
perience, I  have  progressed  through  the  management  ranks  and 
my  last  four  executive  positions  were  Vice  President  of  Sales  and 
Marketing  at  Caesar's  Palace,  Vice  President  of  Operations  at  the 
MGM  Marina  Casino  Hotel,  Senior  Vice  President  of  Operations  at 
the  San  Remo  Hotel  Casino,  and  Chief  Executive  Officer  at  Main 
Street  Station  Casino.  I  have  broad  experiences  in  all  phases  of  ca- 
sino operation  and  these  skills  were  easily  transferred  to  my  posi- 
tion as  the  trustee. 

Mr.  Chairman,  in  preparing  for  this  hearing,  I  have  become 
aware  that  many  people,  particularly  the  media,  are  unclear  as  to 
the  exact  nature  of  the  government's  interest  in  the  Bicycle  Club 
and  are  confused  about  the  role  of  the  court  appointed  trustee  of 
the  government's  interest.  Because  these  are  important  issues,  I 
would  like  to  address  them  both  in  this  statement. 

The  U.S.  Government  does  not  own  the  Bell  Gardens  Bicycle 
Club.  Instead,  the  government  owns  a  percentage  interest  in  LCP 
Associates,  Limited,  one  of  the  two  California  limited  partnerships 
that  actually  own  the  Club.  The  other  partnership  that  owns  the 
Club  is  Park  Place  Associates,  which  I  will  call  PPA.  LCP  and  PPA 
own  and  operate  the  Bicycle  Club  through  a  joint  venture  agree- 
ment. There  are  more  than  38  limited  and  general  partners  besides 
the  U.S.  Government  who  own  an  interest  in  the  Bicycle  Club.  Ob- 
viously, the  Bicycle  Club  is  a  legally  complicated  organization. 

Because  the  government  is  only  a  partial  owner  of  the  Bicycle 
Club,  any  action  that  the  government  takes  with  respect  to  the  op- 
eration and  management  of  the  Club  has  an  impact  not  just  on  the 
government's  interest  in  the  Club  but  also  on  the  interest  of  other 
partners  and  owners  of  the  Club,  including  the  limited  partners  of 
LCP  and  the  general  and  limited  partners  of  PPA.  As  a  partner, 
the  U.S.  Government  has  fiduciary  duties  to  the  other  partners. 

On  March  22,  1993,  I  was  appointed  as  the  trustee  of  the  govern- 
ment's interest  in  LCP.  I  was  appointed  to  this  position  because  of 
iny  experience  in  casino  management  and  experience  in  Nevada, 
where  there  are  strict  government  controls  on  gambling. 

As  the  trustee  for  the  U.S.  Government's  interest  in  LCP,  I  was 
given  the  authority  to  manage,  maintain,  preserve,  and  protect  the 
interest  of  the  United  States  in  LCP.  As  part  of  my  duties,  the 
court  order  specified  that  I  could  hire  lawyers  and  accountants  to 
assist  me  in  these  duties.  Relying  on  these  orders,  I  hired  attorneys 
and  financial  advisors  to  assist  me  as  the  trustee.  The  U.S.  Govern- 
ment approved  them  as  members  of  my  staff  and  the  U.S.  District 
Court  approved  their  appointment  and  compensation. 

At  the  time  I  was  initially  appointed  as  trustee,  my  duties  were 
limited.  I  was  not  the  manager  of  the  day-to-day  operations  of  the 
Bicycle  Club.  Earlier  court  orders  had  appointed  George  Hardie, 
the  general  partner  of  PPA,  as  the  General  Manager  of  the  Bicycle 
Club,  responsible  for  the  overall  management  of  the  Club.  While  I 
did  not  have  the  authority  to  approve  certain  Club  expenditures, 
my  role  was  at  first  limited  to  making  suggestions  to  Mr.  Hardie 
concerning  the  management  of  the  Club. 
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During  this  period,  March  to  November  of  1993,  my  primary  du- 
ties involved  a  review  of  the  Club's  financial  performance  in  order 
to  assure  that  the  value  of  the  government's  interest  in  LCP  was 
being  protected  and  filing  monthly  financial  reports  to  the  court. 

In  November  of  1993,  it  became  necessary  for  me  to  take  on  addi- 
tional duties  in  connection  with  my  role  at  the  Bicycle  Club.  At 
that  time,  Mr.  Lyon,  a  general  partner  in  LCP,  forfeited  his  inter- 
est to  the  United  States.  There  was  a  court  hearing  in  Florida  be- 
fore Judge  Roettger  and  the  court  issued  an  order  appointing  me, 
the  successor  trustee,  as  the  general  partner  of  LCP  and  as  the  Ad- 
ministrative Officer  of  the  Bicycle  Club.  Had  I  not  assumed  these 
roles,  the  LCP  partnership  would  have  been  dissolved  under  Cali- 
fornia law,  which  would  have  caused  the  government  a  serious  fi- 
nancial loss. 

These  increased  duties  carried  with  them  increased  responsibil- 
ities to  the  non-government  owners  of  the  Club.  In  addition,  the 
court  for  the  first  time  authorized  the  United  States  to  sell  its  in- 
terest in  the  Bicycle  Club  and  I  assumed,  by  court  order,  respon- 
sibility for  marketing  and  soliciting  bids  for  the  sale  of  the  U.S. 
Government's  interest. 

In  August  1994,  the  General  Manager  of  the  Club,  Mr.  Hardie, 
resigned.  At  that  time,  the  court  appointed  me  as  the  interim  Gen- 
eral Manager  of  the  Bicycle  Club.  As  interim  General  Manager,  I 
for  the  first  time  was  responsible  for  the  day-to-day  management 
of  the  Club,  which  was  in  addition  to  performing  other  duties 
which  I  had  previously  been  given  as  Administrative  Officer,  gen- 
eral partner  of  the  LCP  Partnership,  tax  matters  partner,  and 
trustee  of  the  U.S.  Government's  interest  in  the  Club. 

I  served  as  the  interim  General  Manager  of  the  Club  for  less 
than  6  months,  from  August  1994  until  approximately  February 
1995.  Since  February  of  1995,  other  individuals  have  served  as  the 
Club's  General  Manager  responsible  for  day-to-day  operations. 
Today,  I  am  the  Administrative  Officer,  general  partner  of  the  LCP 
partnership,  tax  matters  partner,  and  the  trustee  of  the  govern- 
ment's interest. 

From  November  1993  to  the  present,  I  have  also  been  responsible 
for  the  marketing  of  the  U.S.  Governrnent's  interest.  The  decisions 
as  to  how  much  the  government  should  ask  for  the  interests  and 
to  whom  it  should  sell  its  interests  are  not  mine.  The  U.S.  Govern- 
ment makes  those  decisions. 

As  trustee,  I  receive  a  salary  and  a  bonus  for  my  work.  I  am  not 
a  U.S.  Government  employee.  My  duties  and  compensation  are  not 
governed  by  pay  standards  for  the  government  employees.  Instead, 
I  am  a  court  appointed  trustee  and  my  duties  and  compensation 
are  reviewed  and  approved  by  the  court.  My  compensation  is  appro- 
priate and  commensurate  with  my  responsibilities.  To  give  you 
some  insight  into  comparable  salaries  for  similar  duties,  the  former 
General  Manager  was  paid  well  over  $580,000  in  salary  and  bo- 
nuses in  1993. 

Under  the  partnership  agreement  and  subsequent  court  orders, 
the  Bicycle  Club's  Administrative  Officer  salary  and  bonus  which 
are  paid  to  the  U.S.  Government  and  not  to  the  trustee  equaled 
$420,000  per  year  in  1994.  However,  my  highest  compensation  for 
performing  the  jobs  as  interim  General  Manager,  Administrative 
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Officer,  general  partner  of  LCP,  and  successor  trustee  was  approxi- 
mately $285,000.  It  is  well  within  the  range  of  the  compensation 
in  the  California  card  club  industry,  where  top  executives  range 
from  $250,000  to  $500,000  a  year.  More  important  for  your  consid- 
eration, my  compensation  is  reviewed  and  approved  by  Judge 
Roettger  of  the  U.S.  District  Court  of  the  Southern  District  of  Flor- 
ida. 

Mr.  Chairman,  I  have  provided  the  information  concerning  the 
various  roles  that  I  have  filled  at  the  Bicycle  Club  to  make  you 
aware  of  the  government's  role  in  the  operation  of  the  Bicycle  Club 
and  my  role  as  trustee  has  been  extremely  complex.  Because  the 
government  does  not  own  the  Bicycle  Club,  I  have  had  to  act  care- 
fully in  order  to  protect  the  United  States'  interest  while  at  the 
same  time  preserving  the  interest  of  the  other  partners. 

Because  the  Bicycle  Club  partners,  LCP  and  PPA,  have  not  al- 
ways agreed  on  every  issue,  it  has  been  my  job  to  balance  the  inter- 
est of  the  government  with  my  fiduciary  responsibilities  to  the 
other  investors  of  the  Club.  While  this  has  been  a  difficult  assign- 
ment, I  believe  I  have  succeeded  in  my  assignment. 

There  are  some  things  I  believe  I  have  achieved.  I  have  improved 
the  financial  management  at  the  Club.  We  have  set  up  cash  re- 
serves where  none  existed  after  my  arrival  at  the  Club.  We  paid 
down  the  debt  on  the  Club  by  a  large  amount.  Capital  improve- 
ments, I  have  made  many  necessary  and  significant  renovations. 
The  facility  is  bigger  and  more  modern  and  more  luxurious  than 
it  was  in  1993  when  I  took  over  as  trustee. 

I  have  instituted  better  controls.  The  Bicycle  Club,  at  my  direc- 
tion, has  taken  significant  steps  to  attempt  to  prevent  a  recurrence 
of  the  type  of  conduct  that  was  revealed  in  Mr.  Cheung's  conviction 
and  to  prevent  other  types  of  illegal  activity  at  the  Club. 

To  prevent  that,  I  have  upgraded,  modernized,  and  significantly 
improved  the  surveillance  operation.  We  have  the  best  surveillance 
department  in  operation  in  the  State  of  California.  I  have  improved 
the  security  operation  and  the  personnel.  We  have  set  up  many, 
many  security  programs  that  were  not  in  place  prior  to  1993.  We 
have  amended  the  Club's  credit  procedures.  I  have  improved  the 
audit,  cash  management,  and  currency  reporting  procedures;  con- 
ducted internal  investigation  of  suspected  criminal  activities,  and 
reported  those  allegations  for  investigation  by  law  enforcement  at 
the  local,  state,  and  federal  level. 

Crime  has  decreased,  not  increased,  since  my  appointment  as 
trustee.  I  believe  that  as  trustee,  I  have  taken  all  appropriate  steps 
to  attempt  to  eliminate  criminal  activity  at  the  Bicycle  Club  and 
to  institute  controls  at  the  Bicycle  Club  to  protect,  to  preserve,  and 
increase  the  value  of  this  asset. 

In  conclusion,  despite  increased  competition  from  other  clubs  in 
the  market,  the  Bicycle  Club  has  continued  to  generate  substantial 
revenues  and  profit  distribution  to  the  government  and  to  the  other 
investors.  Over  $110  million  has  been  distributed  to  the  partners 
since  the  United  States  seized  the  asset  in  1990  and  the  U.S.  Gov- 
ernment has  received  over  $30  million  from  this  asset  since  it  was 
seized  in  1990. 

Thank  you  for  this  opportunity,  and  I  am  happy  to  answer  any 
of  the  Committee's  questions. 
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Chairman  ROTH.  Mr.  Richard,  the  resume  ^  you  provided  the 
Subcommittee  indicates  that  immediately  prior  to  the  time  you 
were  hired  by  the  Marshals  Service  to  be  trustee,  you  were  presi- 
dent of  Badger  Gaming,  Inc.  What  is  Badger  Gaming,  Inc.? 

Mr.  Richard.  During  my  time  between  my  last  position  as  the 
CEO  of  Main  Street  Station  Casino  and  while  I  was  waiting  to  be 
employed  as  the  trustee,  I  interviewed  for  the  job  in  approximately 
August  of  1992  but  was  not  asked  to  come  on  board  as  the  trustee 
until  March  of  1993.  During  that  time,  I  helped  a  friend  of  mine 
open  a  casino  down  in  Aruba,  which  is  an  island  in  the  Caribbean. 

For  my  resume,  in  order  to  fill  the  time  between  my  last  job  and 
my  entering  into  the  Marshals  trusteeship,  I  filled  in  that  I  was  in 
Badger  Gaming,  although  Badger  Gaming  was  not  started  until 
after  I  entered  into  my  job  at  the  Bicycle  Club.  Badger  Gaming  was 
a  little  organization  or  company  that  was  formed  but  was  dissolved 
almost  as  fast  as  it  was  formed.  No  money,  stock  options,  or  pay- 
ment was  ever  made.  The  business  no  longer  existed  after  1993. 

Chairman  ROTH.  Did  you  ever  commingle  government  funds  with 
money  in  your  own  personal  checking  account? 

Mr.  Richard.  Senator,  when  I  received  a  paycheck  that  I  had 
submitted  to  the  government  for  my  expenses,  my  salary,  the  sala- 
ries and  expenses  of  all  the  trustees,  I  put  it  in  one  account.  At  one 
particular  point,  there  was  a  problem  with  the  payments  made  by 
the  Marshals  Service  because  of  a  change  in  business.  At  that  time, 
I  had  to  take  some  funds  out  of  my  own  account  and  pay  the  sala- 
ries that  I  had  to  pay. 

My  account  has  been  audited  four  times  and  in  all  four  instances 
every  penny  was  accounted  for. 

Mr.  Damelin.  Mr.  Richard,  did  you  ever  open  a  trustee  account 
or  was  the  other  account  that  you  opened  just  another  personal  ac- 
count? 

Mr.  Richard.  It  was  a  personal  account.  I  had  never  opened  a 
trustee  account.  The  trustee  account  is  actually  the  LCP  account, 
where  all  of  the  money  that  comes  from  the  Club  and  distributed 
to  the  government  and  its  partners  is  a  separate  trustee  account. 

Mr.  Damelin.  Just  to  be  clear,  at  one  point  in  time,  did  you  put 
a  trustee  check  that  you  received  from  the  Federal  Government 
into  your  personal  checking  account? 

Mr.  Richard.  Yes,  I  did.  I  had  run  out  of  my  own  checks  due  to 
my  negligence  and  so  in  order  to  pay  Mr.  Lisowski  and  Mr.  Ath- 
erton  and  the  lawyers  in  a  prompt  manner,  I  then  moved  the 
money — put  it  in  my  personal  account  so  I  could  issue  them  checks 
in  a  proper  time  while  I  was  waiting  for  my  checks  to  be  reprinted. 

Mr.  Damelin.  When  was  the  first  time  that  the  Marshals  Service 
audited  your  checking  accounts? 

Mr.  Richard.  I  can  only  say  that  I  would  think  that  it  started 
around  6  months  ago. 

Mr.  Damelin.  That  was  the  first  time  they  looked  to  see  your 
checking  accounts? 

Mr.  Richard.  My  personal  checking  account.  The  checking  ac- 
count that  contains  all  of  the  distribution  money  for  the  Marshals 
Service  and  the  partners  is  audited  on  a  yearly  basis. 


'The  document  referred  to  was  marked  Exhibit  #3  and  can  be  found  on  page  112. 
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Mr.  Damelin.  But  the  other  account,  they  looked  at  it  6  months 
ago  for  the  first  time? 

Mr.  Richard.  That  is  correct. 

Chairman  Roth.  Mr.  Richard,  how  much  have  you  authorized 
the  Bicycle  Club  to  pay  the  Marshals  Service  in  bonuses? 

Mr.  Richard.  During  the  course  of  the  time  when  we  stepped 
into  the  shoes  of  Dale  Lyon  and  assumed  the  Administrative  Offi- 
cer's role,  the  joint  venture  agreement  had  outlined  the  salary  and 
bonus  structure,  and  by  using  that  same  structure  as  outlined  in 
the  joint  venture  agreement,  bonuses  were  issued  to  the  Marshals 
Service,  along  with  the  monthly  $15,000  that  was  the  compensation 
for  the  Administrative  Officer's  salary.  These  monies  go  directly  to 
the  Marshals  Service  and  do  not  flow  through  any  of  my  accounts. 

Chairman  ROTH.  How  much  are  you  authorized  to  receive  in  bo- 
nuses? 

Mr.  Richard.  In  the  court  approved  operations  budget  that  we 
had  submitted,  it  says  that  the  Marshals  Service — I  am  authorized 
one-half  of  the  bonus  that  goes  to  the  Marshals  Service  and  that 
money  is,  in  turn,  not  just  for  myself  but  it  is  for  myself  and  my 
staff,  which  was  Mr.  Atherton  and  Mr.  Lisowski. 

Mr.  Damelin.  Mr.  Richard,  let  me  show  you  an  exhibit,  if  I  can. 
As  this  exhibit  shows,  is  it  not  correct  that  you  give  the  Marshals 
Service  a  bonus  twice  a  year,  knowing  full  well  that  you  will  get 
half  of  it  back? 

Mr.  Richard.  That  is  correct. 

Mr.  Damelin.  In  effect,  Mr.  Richard,  are  you  not  setting  and  pay- 
ing your  own  bonus? 

Mr.  Richard.  In  the  past,  we  had 

Mr.  Damelin.  Could  you  answer  it  yes  or  no,  please? 

Mr.  Richard.  Yes,  that  is  correct,  certainly.  I  would  like  the  op- 
portunity to  explain  how  the  money  is  derived. 

Mr.  Damelin.  That  is  fine. 

Mr.  Richard.  In  the  past,  the  bonus  paid  to  the  General  Man- 
ager, Mr.  Hardie,  was  $125,000  every  6  months,  and  in  the  joint 
venture  agreement,  it  states  that  the  bonus  for  the  Administrative 
Officer  would  be  the  same  as  the  bonus  for  Mr.  Hardie.  So  that  is 
where  the  $125,000  was  derived.  I  did  not  pull  it  out  of  the  air. 
Subsequently,  because  of  some  reduction  in  revenue,  we  reduced 
the  $125,000  to  $112,500.  That  is  where  that 

Mr.  Damelin.  But  you  make  that  determination? 

Mr.  Richard.  That  is  correct. 

Mr.  Damelin.  And  you  get  half  of  it? 

Mr.  Richard.  I  share  my  half  with  my  people.  I  do  get  half,  and 
from  that,  bonuses  were  paid  to  Mr.  Lisowski  and  Mr.  Atherton. 

Mr.  Damelin.  Mr.  Richard,  let  me  show  you  two  charts  we  will 
put  up  1  and  ask  you  whether  it  is  correct  that  for  each  year  since 
you  took  over  as  the  government's  trustee,  your  total  compensation, 
which  includes  salary  and  bonus,  has  increased,  while  at  the  same 
time  the  casino's  net  income  has  decreased  in  each  of  those  years. 
Is  that  not  correct? 


iThe  documents  referred  to  were  marked  Exhibits  #1  and  #2  and  can  be  found  on  pages  110 
and  111. 
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Mr.  Richard.  I  agree  with  you.  I  do  not  agree  with  the  figures 
that  you  have  compiled  here  for  1995,  but  I  do  agree  with  your 
premise. 

Mr.  Damelin.  What  figure  are  you  talking  about  for  1995? 

Mr.  Richard.  The  $322,500.  I  would  venture  to  say  that  that  is 
not  correct. 

Mr.  Damelin.  But  your  salary  has  increased  in  each  of  those  3 
years? 

Mr.  Richard.  Yes,  that  is  correct. 

Mr.  Damelin.  While  net  income  has  decreased? 

Mr.  Richard.  That  is  correct. 

Mr.  Damelin.  Thank  you. 

Mr.  Richard.  May  I  explain  why  they  both  happened? 

Mr.  Damelin.  Why  do  we  not  do  this,  in  an  effort  to  save  time. 
If  you  want  to  offer  that  explanation,  submit  that  explanation  for 
the  record. 

Mr.  Richard.  I  will.  Thank  you.^ 

Chairman  ROTH.  Are  the  following  political  action  committees 
funded  and  controlled  by  the  Bicycle  Club:  Public  Information  Serv- 
ice, Concerned  Taxpayers  of  California,  and  Californians  Against 
Gaming  Expansion? 

Mr.  Richard.  Those  are  three  political  action  committees  that 
the  Club  contributed  to  during  the  past  couple  of  years  in  order  to 
fight  13  card  club  initiatives  that  were  going  on  within  the  State 
of  California. 

Chairman  ROTH.  My  question  is,  are  they  funded  and  controlled 
by  the  Bicycle  Club? 

Mr.  Richard.  They  are  funded,  to  my  knowledge,  when  I  was 
making  the  contributions,  that  we  were  the  80  percent  contributor 
to  those  committees. 

Chairman  RoTH.  So,  in  fact,  you  were  the  primary  funder  and 
you  did  control  80  percent? 

Mr.  Richard.  I  did  not  control.  I  had  no  input  at  all 

Chairman  ROTH.  The  Bicycle  Club  did  not  control? 

Mr.  Richard.  That  is  correct. 

Chairman  RoTH.  Documents  obtained  by  the  Subcommittee  show 
the  casino  paid  over  three-quarters  of  a  million  dollars  in  political 
contributions  in  1995.  Does  not  this  document  signed  by  you  as  a 
responsible  officer  confirm  that  fact? 

Mr.  Richard.  That  is  correct. 

Chairman  ROTH.  Do  you  use  a  political  consultant  named  Jerry 
Westlund  to  run  the  casino's  political  action  committee? 

Mr.  Richard.  Yes,  Mr.  Westlund  was  working  for  the  Club  under 
Mr.  Hardie,  and  then  subsequently  he  stayed  on  to  work  with  us. 

Chairman  RoTH.  Let  me  show  you  a  schedule  of  payments  and 
contributions  made  by  one  of  the  casino's  political  action  commit- 
tees in  1995.  Mr.  Richard,  I  notice  that  two  companies,  Cal  Coast 
Printing  and  Conceptual  Designs,  with  combined  payments  of  over 
$28,000,  happen  to  share  the  same  post  office  box.  Were  you  aware 
of  that  fact? 


'The  document  was  marked  Exhibit  #31  and  has  been  retained  in  the  files  of  the  Subcommit- 
tee. 
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Mr.  Richard.  No,  Senator.  We  are  currently  conducting  our  own 
investigation  at  this  time  and  we  have  just  become  aware  of  these 
schedules  that  you  have  shown  me. 

Chairman  Roth.  Did  you  know  that  Cal  Coast  Printing  and  Con- 
ceptual Designs,  as  listed  here,  do  not  exist  according  to  the  State 
of  California? 

Mr.  Richard.  When  we  met  with  the  California  Fair  Practices 
Committee,  they  asked  us  to  hold  off  on  any  of  our  own  personal 
investigations  until  they  had  completed  all  of  their  actions. 

Chairman  ROTH.  This  post  office  box  belongs  to  Mr.  Westlund 
personally.  Does  this  surprise  you,  Mr.  Richard? 

Mr.  Richard.  I  have  not  been  made  aware  of  any  of  the  things 
that  you  are  telling  me  now,  and  as  I  have  stated  in  our  deposition, 
meeting  with  the  California  Fair  Practices  was  the  first  time  that 
we  were  made  aware  of  these  things.  We  were  starting  our  inves- 
tigation and  were  asked  to  not  do  anything  until  California  had 
completed  its  investigation. 

Chairman  ROTH.  Mr.  Richard,  is  Mr.  Westlund  stealing  from  the 
Club? 

Mr.  Richard.  I  have  no  knowledge  of  that  until  my  investigation 
is  completed. 

Chairman  Roth.  Mr.  Richard,  your  current  security  director,  Mr. 
Sparkes,  has  testified  that,  "In  truth,  the  condition  of  the  Club  is 
dangerous.  The  skimming,  stealing,  cheating,  and  payoffs  have 
drained  the  Club  of  much  needed  revenues.  The  trustee's  refusal  to 
act  upon  the  advice  of  his  administration  has  hindered  and  even 
obstructed  all  efforts  to  improve  and  benefit  the  Club.  Currently, 
skimming  and  stealing,  narcotics,  extortion  and  loan  sharking, 
among  other  crimes,  are  ongoing  at  the  Club." 

As  the  trustee,  please  explain  how  this  criminal  activity  is  al- 
lowed to  continue  at  the  casino. 

Mr.  Richard.  Senator,  first  off,  I  have  never  seen  the  proof  of 
what  you  are  talking  about.  I  will  explain  that  any  allegations 
which  I  receive,  both  written  or  oral,  are  turned  over  to  the  Mar- 
shals Service,  the  City  of  Bell  Gardens  Chief  of  Police,  the  L.A. 
County,  Captain  Black  of  the  Asian  Gang  Task  Force,  and  the  head 
of  the  investigation  for  the  State.  All  allegations,  whether  written 
or  oral,  that  is  the  procedure  that  I  have  used. 

Chairman  Roth.  Let  me  ask  you  this  question,  Mr.  Richard.  This 
is  your  Director  of  Security,  who  testifies  that  these  conditions  cur- 
rently exist  at  the  casino.  Do  you  agree  or  disagree? 

Mr.  Richard.  I  disagree,  sir. 

Chairman  RoTH.  You  disagree?  You  think  that  the  reputation  of 
the  Club  as  stated  by  several  witnesses  today,  that  those  state- 
ments are  false? 

Mr.  Richard.  In  my  talking  with  the  Chief  of  Police  or  Captain 
Black  or  the  State,  they  have  never  indicated  to  me  that  these  con- 
ditions are  continuing  or  ongoing.  We  know  for  a  fact,  for  instance, 
the  chief — Mr.  Sparkes  has  taken  the  follow-home  robberies  that 
were  14  and  15  in  1992,  down  to  one.  He  has  done  an  admirable 
job.  We  have  trained  the  force 

Chairman  ROTH.  Let  me  ask  you  this.  Mr.  Sparkes  continues  to 
be  your  Security  Director,  correct? 

Mr.  Richard.  That  is  correct,  yes,  sir. 
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Chairman  ROTH.  He  is  the  one  that  is  making  these  charges.  He 
is  the  one  that  is  charged  with  responsibihty  of  the  security,  and 
yet  you  are  saying  that  you  do  not  agree  with  his  conclusions? 

Mr.  Richard.  Senator 

Chairman  RoTH.  Does  that  make  sense? 

Mr.  Richard.  It  does  not  make  any  sense. 

Chairman  RoTH.  He  is  your  Security  Director  and  he  testified 
under  oath  before  us  that  time  and  again,  he  made  recommenda- 
tions in  respect  to  these  criminal  activities  and  no  action  was 
taken.  Does  that  not  concern  you? 

Mr.  Richard.  It  concerns  me  because  of  his  testimony,  not  to  the 
fact  that  these  criminal  activities  go  on. 

Chairman  ROTH.  You  are  saying  that  your  Director  of  Security 
who  you  have  retained  spoke  under  oath  but  is  not  telling  the 
truth? 

Mr.  Richard.  In  my  opinion,  I  do  not  feel  that  what  he  said  was 
in  truth.  I  have  given  him  every  latitude  in  order  to  improve  the 
security  department.  From  the  first  day  I  walked  in,  we  had  a  goal 
in  mind,  to  give  the  security  force  a  greater  role  in  the  security  at 
the  Club.  Any  allegations,  written  or  oral,  have  been  passed  to  the 
law  enforcement  agencies. 

Every  investigation,  he  has  been  involved  in  conducting.  He  has 
been  in  the  middle  of  it.  When  he  talked  about  the  impress  funds, 
he,  along  with  the  cage  people,  are  the  ones  who  go  do  no-notice 
checks  of  the  impress  account.  I  authorized  additional  surveillance 
cameras  to  be  placed  in  those  areas.  Surveillance  and  security  do 
not  work  together.  They  are  separate  arms  of  our  security  force 
within  the  Club. 

Chairman  ROTH.  Let  me  ask  you  this.  Both  Mr.  Lisowski  and 
Mr.  Sparkes  testified  that  you  directed  them  to  stay  away  during 
the  Subcommittee  staffs  visit  to  the  casino  in  September  1995. 
What  were  you  trying  to  hide  by  not  having  these  individuals 
present  during  the  staff  visit? 

Mr.  Richard.  First  off,  Senator,  that  is  not  true.  I  do  not  know 
why 

Chairman  ROTH.  You  are  saying  again  that  both  these  gentlemen 
lied? 

Mr.  Richard.  I  do  not  know  why  I  had  any  reason  to  keep  those 
people  away.  I  conducted  a  tour  of  the  Club,  as  I  conduct  many 
tours 

Chairman  Roth.  Mr.  Richard,  you  are  under  oath.  You  say  that 
in  no  way  at  any  time  did  you  try  to  discourage,  influence,  or  affect 
the  opportunity  of  these  gentlemen  to  be  present  when  the  Sub- 
committee made  its  visit  in  September  of  1995? 

Mr.  Richard.  That  is  correct. 

Chairman  RoTH.  In  no  way  at  all? 

Mr.  Richard.  I  cannot  recall  making  those  statements  or  trying 
to  hold  anybody  away  fi"om  these  people. 

Chairman  ROTH.  Do  you  presently  employ  an  individual  named 
Donald  Shepard,  who  has  previously  been  convicted  of  skimming 
money  at  another  casino? 

Mr.  Richard.  Mr.  Shepard  was  hired  by  Mr.  Hardie  in  1988.  He 
continues  his  employment.  When  I  arrived  at  the  Club,  after  look- 
ing at  the  records  of  everyone,  I  noticed  that  he  was  a  contract  em- 
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ployee  in  the  surveillance  department.  I,  at  that  time,  found  out 
why  he  was  a  contract  employee  and  not  a  member  of  our  staff. 

I  informed  the  Marshals  Service.  I  informed  the  Justice  Depart- 
ment, the  State,  and  the  city  of  the  situation  and  felt  that  this  gen- 
tleman gave  us  an  insight  into  some  of  the  cheating  that  could  pos- 
sibly go  on  that  some  of  our  managers  were  not  aware  of.  This  is 
not  an  uncommon  practice,  to  have  people  on  the  payroll  of  dif- 
ferent casinos  that  have  had  this  sort  of  experience.  But  all  four 
government  agencies  have  been  aware  of  his  employment  at  the 
Club. 

I  moved  him  out  of  the  surveillance  department  and  he  is  an 
independent  person  whose  main  duty  is  to  watch  over  the  games 
and  listen  for  any  particular  cheating  scams  that  may  be  going  on. 
He  is  not  involved  in  any  management,  control  of  credit,  or  makes 
any  decisions  at  all  within  the  Club. 

Mr.  Damelin.  Mr.  Richard,  when  you  broached  this  issue  with 
the  Marshals  Service,  did  they  specifically  approve  your  keeping 
Mr.  Richard  on  the  payroll? 

Mr.  Richard.  All  I  can  say 

Mr.  Damelin.  Excuse  me,  Mr.  Shepard.  I  apologize. 

Mr.  Richard.  I  understand.  All  I  can  tell  you  is  that  all  four 
agencies  have  been  aware  of  Mr.  Shepard  and  what  his  role  is  at 
the  Club.  They  did  not  specifically  approve,  because  it  was  never 
asked  of  them  in  that  particular  way. 

Chairman  ROTH.  While  trying  to  sell  the  casino,  did  you  ever  tell 
prospective  buyers  what  to  bid? 

Mr.  Richard.  Not  at  all. 

Chairman  ROTH.  When  you  presented  the  Cusumano  group's 
offer  to  the  Marshals  Service,  did  you  tell  them  that  one  or  more 
members  of  the  group  had  alleged  ties  to  organized  crime? 

Mr.  Richard.  Just  to  make  a  small  correction,  Mr.  Cusumano 
was  never — I  never  saw  his  name  mentioned  as  part  of  this.  It  was 
a  Mr.  Doumani  and  a  Mr.  Rizzoli,  and  one  of  my  main  concerns  in 
talking  with  them  is  could  they  pass  the  rigorous  background  in- 
vestigation of  the  Marshals  Service  prior  to  their  background  being 
checked  by  the  State  and  local  government.  Their  answers  were  an 
unequivocal  yes. 

Mr.  Damelin.  Was  Mr.  Cusumano  present  at  the  original  meet- 
ing with  the  prospective  purchasers  that  you  had  with  Mr. 
Lisowski? 

Mr.  Richard.  I  have  never 

Mr.  Damelin.  Yes  or  no,  Mr.  Richard? 

Mr.  Richard.  I  have  never  met  with  Mr.  Lisowski  and  these  in- 
dividuals together  in  Mr.  Lisowski's  office. 

Mr.  Damelin.  You  deny  that  meeting  ever  taking  place? 

Mr.  Richard.  To  my  knowledge,  none  of  these  people  were  ever 
together.  I  know  that 

Mr.  Damelin.  Did  you  ever  meet  with  Mr.  Cusumano  and  Mr. 
Doumani  to  discuss  the  potential  purchase  of  the  Bicycle  Club? 

Mr.  Richard.  In  a  meeting  at  the  business  of  Mr.  Rizzoli,  Mr. 
Cusumano  was  present  but  had  nothing — he  did  not  engage  in  the 
conversation.  The  conversation  was  between  Mr.  Doumani,  Mr. 
Rizzoli,  and  myself,  and  that  meeting  was  a  question  as  to  what 
was  the  Bicycle  Club  and  what  was  for  sale. 
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Mr.  Damelin.  Did  you  ever  tell  the  Marshals  about  Mr. 
Doumani's  problems  with  the  Tropicana? 

Mr.  Richard.  I  was  not  aware  of  the  Doumani  problems  until 
after  they  came  into  the  newspaper  at  a  later  date.  But  prior  to 
that  time,  I  knew  that  Mr.  Doumani  had  been  at  the  Tropicana  and 
later  I  found  out  that  there  was  a  question  about  him  presently 
being  under  a  grand  jury  subpoena.  But  I  was  not  aware  of  that 
prior  to. 

Mr.  Damelin.  You  had  no  knowledge  of  that  prior  to  discussing 
the  offer  with  the  Marshals  Service? 

Mr.  Richard.  That  is  correct. 

Mr.  Damelin.  Did  you  ever  tell  the  Marshals  Service  that  you 
were  a  personal  acquaintance  of  Mr.  Cusumano? 

Mr.  Richard.  Yes.  I  informed  them  that  I  was  a  tennis  player. 
We  played  on  the  same  senior  league,  starting  in  1988. 

Mr.  Damelin.  When  did  you  first  inform  the  Marshals  of  that 
fact? 

Mr.  Richard.  I  cannot  give  you  a  specific  date,  but  they  have 
known  that  I  have  been  a  tennis  player  with  him,  and  at  one  point 
I  asked  Mr.  Lisowski,  was  I  allowed  to  play  tennis  with  Mr. 
Cusumano,  because  of  my — I  did  not  want  anything  to  affect  my 
gaming  license  in  Nevada  and  he  informed  me  that  as  long  as  it 
was  not  a  business,  that  there  was  nothing  wrong  with  me  continu- 
ing to  play  tennis  with  him. 

Mr.  Damelin.  What  were  your  concerns  about  associating  with 
Mr.  Cusumano  that  you  wanted  Mr.  Lisowski  to  discuss  it  with  the 
Marshals  Service? 

Mr.  Richard.  Just  because  I  knew  that  I  had — when  pla5dng  ten- 
nis with  him,  I  had  found  out  that  he  had  been  on  the  restricted 
black  book  of  Nevada  and  I  did  not  want  anything  to  interfere  with 
my  gaming  application  or  license  or  future  business  in  Nevada. 

Chairman  Roth.  But  you  did  attend  a  meeting  involving  the  Bi- 
cycle Club  at  which  Cusumano  was  present? 

Mr.  Richard.  That  is  correct.  He  was  sitting  in  the  room  when 
we  discussed  what  was  for  sale. 

Chairman  RoTH.  Were  any  representatives  of  the  U.S.  Marshals 
Service  there? 

Mr.  Richard.  No,  sir. 

Chairman  ROTH.  You  said  no? 

Mr.  Richard.  No. 

Chairman  RoTH.  Did  you  advise  the  U.S.  Marshals  that  this  in- 
dividual was  attending  that  meeting? 

Mr.  Richard.  No,  I  did  not. 

Mr.  Damelin.  Was  Mr.  Lisowski  correct  when  he  stated  that  at 
one  point  in  time,  the  Marshals  Service  had  accepted  an  offer  from 
the  Doumani  group? 

Mr.  Richard.  It  was  my  understanding  that  the  Doumani  group 
was  being  looked  at  as  an  offer,  and  as  Mr.  Lisowski  correctly  stat- 
ed, we  stressed  to  the  Marshals  Service,  and  although  Mr.  Lisowski 
says  he  did  it,  I  would  have  to  venture  to  say  that  we  did  it  to- 
gether, talked  with  Mr.  Miller 

Mr.  Damelin.  This  is  after  they  accepted  the  offer  and  called 
Washington  to  say  they  had  a  purchaser? 
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Mr.  Richard.  Something  in  that  time  frame.  We  informed  Mar- 
shal Miller  that  he  should  spend  an  additional  time  because  of,  and 
the  words  that  Mr.  Lisowski  used  are  correct,  we  said  a  "colorful 
background." 

Mr.  Damelin.  Did  you  not  think  that  was  important  in  present- 
ing the  offer,  to  give  the  Marshals  a  heads  up?  You  were  their 
trustee.  If  you  knew  about  their  colorful  background  one  way  or  the 
other,  whether  it  was  problems  with  Doumani  at  the  Tropicana  or 
Mr.  Cusumano's  alleged  ties  to  organized  crime,  did  you  not  think 
that  was  relevant  to  at  least  advise  the  Marshals  Service  so  they 
would  consider  that  in  deciding  whether  or  not  to  accept  that  par- 
ticular bid? 

Mr.  Richard.  The  question  that  I  had  is  when  I  stressed  to  Mr. 
Doumani  on  a  number  of  occasions  of  the  strenuous  background 
check  that  he  would  have  to  go  through  prior  to  State  and  local, 
he  insisted  that  he  could  pass  any  background  check  that  there 
was.  I  did  not  feel  that  it  was  my  duty  to  eliminate  him.  He  said 
that  he  could  pass.  He  said  that  it  was 

Mr.  Damelin.  So  the  bottom  line  is,  Mr.  Richard,  you  flagged  the 
issue  for  Mr.  Doumani  but  you  did  not  flag  it  for  the  U.S.  Mar- 
shals, is  that  correct? 

Mr.  Richard.  I  just  said  that  I  knew  that  the  money  and  the 
background  checks  were  going  to  be  heavily  investigated. 

Mr.  Damelin.  You  told  that  to  Doumani? 

Mr.  Richard.  Yes. 

Mr.  Damelin.  But  did  you  then  go  back  and  tell  the  Marshals, 
hey,  Marshals,  let  me  give  you  a  heads  up  on  Mr.  Doumani? 

Mr.  Richard.  I  am  sorry.  I  gave  them  the  heads  up  at  the  time 
of  the  meeting 

Mr.  Damelin.  After  they  had  already  accepted  the  offer? 

Mr.  Richard.  After,  that  is  correct. 

Mr.  Damelin.  Is  that  correct? 

Mr.  Richard.  That  is  correct. 

Chairman  RoTH.  Those  are  all  the  questions  we  have  at  this 
time,  Mr.  Richard. 

Mr.  Richard.  Thank  you,  sir. 

Chairman  ROTH.  Our  final  panel  today  consists  of  witnesses  from 
the  Marshals  Service  and  Department  of  Justice.  Testifying  will  be 
Eduardo  Gonzalez,  Director,  and  Kenneth  C.  Holecko,  Assistant  Di- 
rector for  Human  Resources,  of  the  U.S.  Marshals  Service,  and 
Gerald  E.  McDowell,  Chief  of  the  Asset  Forfeiture  and  Money 
Laundering  Section  in  the  Criminal  Division  of  the  Department  of 
Justice. 

Gentlemen,  please  come  forward.  Gentlemen,  as  you  know,  we 
swear  in  all  witnesses  who  appear  before  this  Subcommittee. 
Please  raise  your  right  hand. 

Do  you  swear  or  affirm  that  the  testimony  you  will  give  before 
this  Subcommittee  is  the  truth,  the  whole  truth,  and  nothing  but 
the  truth,  so  help  you,  God? 

Mr.  Gonzalez.  I  do. 

Mr.  Holecko.  I  do. 

Mr.  McDowell.  I  do. 

Chairman  RoTH.  Please  be  seated.  Mr.  Gonzalez,  do  you  want  to 
proceed? 
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TESTIMONY  OF  EDUARDO  GONZALEZ,^  DIRECTOR,  U.S.  MAR- 
SHALS SERVICE;  ACCOMPANIED  BY  KENNETH  C.  HOLECKO, 
ASSISTANT  DIRECTOR  FOR  HUMAN  RESOURCES,  U.S.  MAR- 
SHALS SERVICE,  AND  GERALD  E.  McDOWELL,  CHIEF,  ASSET 
FORFEITURE  AND  MONEY  LAUNDERING  SECTION,  CRIMI- 
NAL DIVISION,  DEPARTMENT  OF  JUSTICE 

Mr.  GtoNZALEZ.  Mr.  Chairman,  I  am  pleased  to  appear  before  you 
today  to  discuss  one  of  the  Department  of  Justice's  most  important 
law  enforcement  initiatives,  the  Asset  Forfeiture  Program.  It  is  an 
indispensable  program  to  combat  crime.  It  is  a  vital  weapon  in  the 
law  enforcement  arsenal. 

As  you  know,  the  U.S.  Marshals  Service  is  responsible  for  seized 
asset  management.  While  this  is  a  lesser-known  aspect  of  the  Asset 
Forfeiture  Program,  the  Marshals  Service  gives  it  a  high  priority. 
Today,  I  am  joined  by  Mr.  Gerald  McDowell,  Director  of  the  Asset 
Forfeiture  and  Money  Laundering  Section,  Criminal  Division,  De- 
partment of  Justice,  and  Mr.  Ken  Holecko,  my  Assistant  Director 
who  oversees  our  Seized  Asset  Management  Program. 

I  have  submitted  a  written  statement  that  I  request  be  made 
part  of  the  official  record  of  this  hearing.  I  also  would  like  to  briefly 
address  the  Committee. 

I  am  relatively  new  to  the  Department  of  Justice  and  to  Federal 
law  enforcement.  However,  I  am  no  stranger  to  law  enforcement, 
nor  to  Federal  and  State  asset  forfeiture  programs.  I  have  been  in 
the  law  enforcement  profession  most  of  my  adult  life.  I  started  my 
career  in  1965  as  a  patrol  officer  with  the  Metro-Dade  Police  De- 
partment in  Miami,  Florida.  In  the  26V2  years  I  spent  with  Metro- 
Dade,  I  witnessed  firsthand  the  ravages  inflicted  upon  my  commu- 
nity by  drug  dealers  and  other  criminals,  whose  motivation  for 
committing  crime  was  simply  to  support  their  drug  habits. 

I  witnessed  the  growing  despair  of  law  abiding  citizens,  the  des- 
peration of  young  men  and  women  suffocated  by  a  rising  tide  of 
criminality  in  their  schools,  in  their  places  of  employment,  and  in 
their  neighborhoods.  As  I  rose  through  the  ranks,  I  experienced 
frustration:  frustration  from  the  pummeling  of  crime  wave  after 
crime  wave,  frustration  with  our  inability  to  respond  other  than 
through  traditional  methods  we  already  knew  to  be  ineffective. 

Like  other  jurisdictions  throughout  our  Nation,  however,  Dade 
County  was  fortunate.  Relief  did  come.  It  came  in  the  form  of  asset 
forfeiture:  asset  forfeiture  and  equitable  sharing.  It  was  through 
these  programs  that  we  began  the  long,  arduous  task  of  reclaiming 
the  streets  for  the  law  abiding  citizens.  It  was  equitable  sharing 
which  provided  the  impetus  to  forego  turf  wars  and  to  focus  instead 
on  cooperative  efforts:  cooperative  efforts  which  could  only  benefit 
our  law  abiding  citizens,  cooperative  efforts  which  struck  at  the 
very  hearts  of  the  purveyors  of  death  who  plied  their  trade  on  the 
streets  of  our  communities. 

As  more  and  more  joint  efforts  were  launched,  more  and  more 
criminals  were  arrested,  more  and  more  assets  were  seized.  As 
these  funds  started  to  flow  into  the  agency,  Metro-Dade  was  able 
to  move  effective  law  enforcement  strategies  from  the  planning 
table  to  the  streets  of  the  community. 


'  The  prepared  statement  of  Mr.  Gonzalez  appears  on  page  85. 
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It  was  these  funds  that  enabled  Metro-Dade  to  implement  its  na- 
tionally recognized  tactical  narcotics  teams.  These  teams  embraced 
the  basic  tenets  of  community  policing:  consultation,  adaptation, 
and  mobilization — consultation  with  the  community  to  determine 
its  needs,  adaptation  of  policing  strategies  to  fulfill  those  needs, 
and  mobilization  of  resources,  the  agency's  and  the  community's,  to 
meet  their  goals. 

It  was  also  with  these  funds  that  a  DARE  program  was  piloted 
and  subsequently  installed  in  the  middle  schools  in  Dade  County. 
DARE  is  a  program  which  has  gained  national  recognition  through 
its  success  in  teaching  young  children  how  to  say  no  to  drugs.  It 
was  with  these  funds  that  community-based  groups  were  able  to 
take  young  men  and  women  who  had  had  minor  scrapes  with  the 
law  and  provide  them  the  education  and  skills  which  would  make 
them  productive  rather  than  destructive  members  of  the  commu- 
nity. 

There  are  many  other  examples  of  the  relief  that  asset  forfeiture 
funds  brought  to  the  streets  of  Dade  County,  certainly  too  many  to 
mention  here  today. 

In  1992,  I  retired  from  Metro-Dade  as  its  Deputy  Director  and 
was  privileged  to  be  appointed  Chief  of  Police  in  my  hometown, 
Tampa,  Florida.  Tampa's  seized  asset  funds  were  smaller  than 
Dade  County's,  but  we  put  those  funds  to  good  use  as  well.  Asset 
forfeiture  in  Tampa  was  used  to  fund  school  resource  officers  as- 
signed to  local  schools  to  bring  stability  and  guidance  to  their 
areas.  Funds  were  also  used  in  complex  narcotics  investigations. 

In  Miami  and  in  Tampa,  I  witnessed  the  effect  that  asset  forfeit- 
ure and  equitable  sharing  can  have  in  combatting  crime  on  our 
streets.  I  saw  it  help  strengthen  local  law  enforcement  agencies.  I 
saw  how  it  brought  relief  to  communities  under  seige,  and  I  saw 
how  it  helped  to  prepare  young  men  and  women  to  resist  the  temp- 
tations of  easy  money. 

I  speak  to  you  today  from  professional  experiences,  Mr.  Chair- 
man, but  I  also  speak  to  you  from  the  heart.  The  Asset  Forfeiture 
Program  is  critically  important.  It  is  critically  important  for  the  po- 
lice officers  engaged  in  the  war  on  crime,  and  it  is  critically  impor- 
tant to  every  citizen  and  every  community  in  our  country. 

There  is  no  question  in  my  mind  that  this  program,  by  any  meas- 
ure, is  an  unqualified  success.  How  is  success  measured?  Some  of 
us  in  the  bureaucracy  measure  the  success  of  the  program  in  mone- 
tary terms,  and  no  doubt  that  measure  has  some  importance,  but 
we  must  never  lose  sight  of  the  effect  of  this  program,  its  effect  on 
our  streets,  in  our  communities,  and  with  the  at-risk  youth  who 
may  be  tempted  by  the  lure  of  easy  money  during  hard  times. 

The  drug  dealer's  Mercedes,  the  money  launderer's  mansion  on 
the  beach,  and  the  racketeer's  condo  at  the  ski  resort  all  seem  to 
speak  to  a  belief  that  crime  does  pay,  but  asset  forfeiture  shatters 
that  belief.  Wealth  accumulated  through  illegal  means  is  no  longer 
safe  to  finance  luxurious  lifestyles,  no  longer  safe  to  finance  con- 
tinuing criminal  enterprises  hell-bent  on  destroying  our  society  as 
we  know  it.  Those  profits  are  now  taken  away  quickly  and  effec- 
tively. 

If  our  young  people  have  been  deluded  by  the  lure  of  a  pot  of  gold 
at  the  end  of  a  criminal's  rainbow,  they  are  now  being  brought 
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back  to  reality.  They  are  being  brought  back  by  law  enforcement 
officers  and  prosecutors  who  are  poised,  willing,  and  able  to  take 
away  the  gold,  take  away  the  pot,  and  take  away  the  rainbow. 

Today,  in  my  current  role  as  Director  of  the  Marshals  Service,  I 
continue  my  involvement  with  seized  assets,  but  now  it  is  from  a 
different  perspective.  Our  role  in  support  of  this  vital  law  enforce- 
ment mission  is  to  manage  and  dispose  of  assets  which  are  seized 
and  forfeited  to  the  Federal  Government — cash,  stocks,  bonds,  jew- 
elry, real  estate,  horse  farms,  baseball  teams,  businesses,  and,  yes, 
even  a  casino.  There  is  no  safe  haven  for  tainted  money. 

In  the  12  years  of  the  program's  existence,  the  Marshals  Service 
has  managed  many  novel  and  complex  assets.  In  one  instance,  we 
seized  a  laboratory  and  two  medical  clinics  from  a  defendant  con- 
victed in  a  huge  insurance  fraud  scheme.  The  ongoing  business  in 
that  case  had  more  than  25,000  patient  files  and  650  pieces  of 
equipment  that  had  to  be  inventoried.  After  the  successful  collec- 
tion of  outstanding  receivables,  and  the  liquidation  of  assets,  more 
than  $1  million  was  recovered  for  the  government. 

In  another  unusual  case,  the  Marshals  Service  took  custody  of  a 
25-acre  vineyard  which  had  served  as  a  front  for  a  large  marijuana 
growing  operation.  The  vineyard  was  eventually  sold  for  $345,000, 
90  percent  of  its  appraised  value. 

In  yet  another  case,  we  managed  and  disposed  of  an  exotic  car 
dealership  and  real  estate  company  seized  in  a  drug  trafficking  and 
money  laundering  case.  More  than  $2.1  million  were  recovered  for 
the  government. 

Should  we  back  off  from  seeking  forfeiture  of  a  criminal's  assets 
because  they  are  difficult  or  complicated?  I  do  not  think  so.  In  fact, 
we  can  never  let  criminals  believe  there  is  a  safe  haven  to  hide  or 
launder  their  dirty  money.  Even  the  most  sophisticated  criminal 
must  be  certain  of  our  resolve  to  track  down  their  assets.  Even  the 
most  sophisticated  criminal  must  know  that  those  assets  will  be 
seized  and  placed  at  the  disposal  of  law  abiding  communities  and 
the  police  officers  who  commit  their  lives  in  service  to  those  com- 
munities. 

The  Bicycle  Club  is  an  example  of  this  resolve.  This  asset  is  not 
typical  of  the  hundreds  of  thousands  of  assets  that  have  been 
seized,  maintained,  and  disposed  of  by  the  Marshals  Service.  The 
Club  represents  a  tiny  fraction  of  the  large,  diverse,  and  ever- 
changing  inventory  of  seized  assets  that  we  manage.  Businesses 
make  up  less  than  0.12  of  1  percent  of  our  total  inventory,  and  the 
Bicycle  Club  is  one  of  only  13  operating  businesses  we  manage. 
However,  it  is  these  assets  which  are  often  the  most  complex  and 
time  consuming. 

There  is  a  perception  that  the  Marshals  Service  owns  the  Bicycle 
Club.  That  is  simply  not  true.  A  partnership  interest  of  less  than 
50  percent  interest  in  the  entire  Club  has  been  forfeited  to  the  Fed- 
eral Government. 

The  Marshals  Service  has  responsibility  for  maintaining  that  in- 
terest and  ensuring  that  it  does  not  lose  its  value.  The  Marshals 
Service  does  not  operate  the  Club  and  it  never  has.  Although  the 
trustee  served  as  General  Manager  on  an  interim  basis,  his  role  as 
trustee  was  not  to  run  the  day-to-day  operation  of  the  business. 
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The  government  seized  assets  from  the  Bicycle  Club  on  April  4, 
1990.  The  assets  seized,  shares  of  limited  partnerships,  were  fi- 
nanced with  the  proceeds  fi-om  a  massive  marijuana  smuggling 
ring,  an  operation  which  literally  reached  across  the  whole  United 
States,  bringing  barges  full  of  marijuana,  over  a  half-million 
pounds,  utilizing  them  in  a  smuggling  operation.  The  drugs  were 
off-loaded  in  San  Francisco,  New  Orleans,  Melbourne  Beach,  Flor- 
ida, the  Navy  Yard  in  Brooklyn,  and  Bridgeport,  Connecticut. 

The  value  of  the  drugs  off-loaded  in  San  Francisco  and  New  Orle- 
ans alone  was  more  than  $126  million.  At  trial,  the  jury  heard  how 
on  one  occasion  $7  million  in  cash  was  brought  to  one  of  the  de- 
fendants. It  was  more  than  he  could  handle  at  one  time,  so  the 
money  was  taken  to  a  garage  where  it  was  stored  until  it  could  be 
delivered  in  smaller  quantities,  $2  or  $3  million  at  a  time. 

The  Bicycle  Club  assets  were  just  one  piece  of  a  very  complex 
prosecution,  involving  cases  in  three  different  federal  judicial  dis- 
tricts. Because  of  this  prosecution  and  the  dedicated  efforts  of 
many  individuals  in  our  federal  law  enforcement  community,  this 
huge  and  evil  drug  organization  was  brought  to  its  knees  and  sub- 
sequently destroyed.  That  destruction,  Mr.  Chairman,  spells  suc- 
cess in  my  book. 

There  is  no  question  that  the  Marshals  Service  is  duty  bound  to 
professionally  manage  seized  assets.  Like  you,  Mr.  Chairman,  I, 
too,  am  committed  to  improving  the  economy  and  efficiency  of  gov- 
ernment operations.  That  is  why  when  I  joined  the  Marshals  Serv- 
ice, I  fully  embraced  the  principles  of  this  administration's  National 
Performance  Review,  to  create  a  government  that  costs  less  and 
works  better. 

To  that  end,  I  have  proposed  and  the  Department  has  approved 
a  major  reorganization  of  the  Marshals  Service  headquarters,  in- 
cluding our  Seized  Assets  Program.  Among  its  various  features, 
this  reorganization  will  improve  our  business  practices  by  placing 
all  of  our  business  operations  under  the  command  of  one  Assistant 
Director.  It  also  strengthens  our  oversight  capabilities  for  programs 
such  as  seized  assets.  I  am  hopeful  that  soon  this  reorganization 
will  be  cleared  by  our  oversight  committees  so  I  can  fully  imple- 
ment these  valuable  reforms. 

I  also  share  the  concern  which  has  been  expressed  regarding  the 
length  of  time  seized  properties  remain  in  our  custody.  At  our 
House  Appropriations  Committee  hearings  last  year,  I  committed 
to  reducing  our  seized  asset  inventory  before  my  next  appearance. 
I  am  pleased  to  advise  you  today  that  we  have  made  significant 
progress  towards  that  end. 

Between  July  1995  and  November  1995,  we  reduced  our  inven- 
tory of  forfeited  properties  in  our  custody  over  1  year  by  over  35 
percent.  We  reduced  the  number  of  properties  from  621  to  489.  Of 
those  489  properties,  136  currently  have  firm  sales  contracts,  31 
are  scheduled  for  auction,  and  16  will  be  disposed  of  through  Weed 
and  Seed.  Another  130  are  being  actively  marketed. 

We  continue  to  aggressively  pursue  ways  to  make  the  program 
better.  In  November  1995,  we  awarded  a  contract  to  Price 
Waterhouse  to  perform  a  variety  of  business  services  nationwide. 
These  include  pre-seizure  planning,  business  valuations,  and  busi- 
ness disposals.  Additionally,  we  have  selected  Arthur  Anderson,  a 
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Big  Six  accounting  firm  with  a  national  reputation  in  property 
management  and  marketing,  to  assist  us  in  devising  a  total  quality 
control  program. 

In  short,  we  are  doing  all  we  can  to  make  our  Asset  Management 
Program  more  businesslike  and  efficient.  Every  successful  business 
in  this  country  makes  mistakes. 

Chairman  Roth.  When  did  you  enter  into  that  agreement  to 
have  the  study  made? 

Mr.  Gonzalez.  With  Price  Waterhouse  and  with  Arthur  Ander- 
son, Mr.  Chairman? 

Mr.  HOLECKO.  Senator,  the  contract  with  Price  Waterhouse  was 
awarded  about  120  days  ago,  and  the  engagement  with  Arthur  An- 
derson was  signed  within  the  last  30  days.  That  engagement  is 
based  on  a  schedule  that  is  maintained 

Chairman  RoTH.  Just  let  me  say,  here  we  are  in  1996,  6  years 
after  the  Asset  Forfeiture  Program  is  put  at  high  risk,  6  years 
later.  Now  you  say  that  we  are  having  a  study  made.  We  are  bring- 
mg  m  outside  experts.  Why  was  that  not  done  6  years  ago,  or  5 
years  ago,  or  4  years  ago?  How  long  is  it  going  to  take  to  correct 
this? 

Mr.  Gonzalez.  Mr.  Chairman,  I  can  only  answer  for  my  actions 
durmg  my  tenure  with  the  Marshals  Service.  Since  I  have  been  at 
the  Marshals  Service,  which  has  been  a  little  over  2  years,  I  have 
worked  as  diligently  as  I  can  to  address  the  problems  that  you  are 
concerned  with. 

We  submitted  a  reorganization 

Chairman  Roth.  You  are  speaking  for  the  Service  as  Director 

Mr.  Gonzalez.  Yes,  Mr.  Chairman. 

Chairman  RoTH.  I  am  saying  that  this  was  made  clear  6  years 
ago  by  the  General  Accounting  Office. 

Mr.  Gonzalez.  We  should  have  reacted  much  quicker.  Senator 
You  are  absolutely  correct. 

Chairman  Roth.  It  is  2  years  later  after  you  take  over.  My  ques- 
tion to  you  IS,  when  are  we  going  to  take  this  program  off  the  high 
nsk  list  and  know  that  it  is  being  well  managed? 

Mr.  Gonzalez.  If  I  get  my  reorganization  and  my  reinvention  ini- 
tiatives through,  Mr.  Chairman,  hopefully,  I  could  come  back  to 
you  in  6  months  and  tell  you  that  we  are  on  that  road 

Chairman  RoTH.  We  will  give  you  that  opportunity 

Mr.  Gonzalez.  Yes,  Mr.  Chairman. 

Chairman  RoTH.  Please  proceed. 

Mr.  Gonzalez.  Thank  you.  In  short,  we  are  doing  all  we  can  to 
make  our  Asset  Management  Program  more  businesslike  and  effi- 
cient. Every  successful  business  in  this  country  makes  mistakes.  In 
tact,  some  of  the  more  successful  ones  recognize  that  it  is  mistakes 
which  contribute  to  success.  They  encourage  and  they  permit  their 
employees  to  try  new  and  innovative  approaches,  even  if  mistakes 
are  made  along  the  way. 

Asset  management,  Mr.  Chairman,  is  a  business  operation  Like 
ather  successful  businesses,  we  have  made  mistakes,  and  hke  other 
successful  businesses,  we  will  learn  from  our  mistakes. 

We  have  identified  problems  in  the  management  of  seized  assets 
by  trustees  that  need  to  be  addressed.  We  are  moving  forward  with 
a  number  of  procedures  to  address  these  problems.  We  learned  les- 
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sons  from  our  experiences  at  the  Bicycle  Club,  and  like  any  suc- 
cessful business,  will  apply  those  lessons  learned  to  our  business 
practices.  There  are  eight  specific  lessons  learned  that  I  would 
mention  today. 

The  Marshals  Service  must  reemphasize  our  integral  role  in  pre- 
seizure  planning,  particularly  where  the  use  of  trustees  is  con- 
templated. Trustee  qualifications  must  be  developed.  The  scope  of 
a  trustee's  duties  must  be  clearly  defined.  Standard  contracts  for 
trustees  and  their  attorneys  must  be  developed.  Trustees  must  be 
required  to  prepare  budgets  and  submit  them  for  approval  to  the 
Marshals  Service.  Trustees  must  be  subject  to  annual  audits  of 
their  finances  and  their  operations.  The  Marshals  Service  must 
reassert  its  position  as  expert  and  decision  maker  in  the  area  of 
asset  management  and  disposal.  And  lastly,  the  Marshals  Service 
must  strengthen  its  general  oversight  of  trustees. 

Mr.  Chairman,  there  is  no  doubt  that  the  seizure  and  manage- 
ment of  the  assets  of  the  Bicycle  Club  represented  a  tremendous 
challenge  to  the  government  in  general,  and  to  the  Marshals  Serv- 
ice in  particular.  There  is  also  no  doubt,  however,  that  the  three 
goals  of  this  effort  were  accomplished.  The  asset  was  taken  from 
individuals  who  acquired  it  by  the  importation  and  distribution  of 
over  500,000  pounds  of  marijuana.  The  value  of  the  asset  has  been 
maintained  and  the  asset  will  be  sold. 

In  reviewing  our  performance,  we  acknowledge  that,  given  all  we 
know  today,  there  is  room  for  improvement.  I  believe  it  is  impor- 
tant to  realize,  however,  that  this  conclusion  is  not  unique  to  the 
Marshals  Service.  Most  successful  businesses  in  this  country  en- 
gage in  reviews  of  this  type,  and  invariably  they  find  areas  in 
which  they  can  improve. 

As  Director  of  the  Marshals  Service,  I  give  you  my  full  assur- 
ances that  we  will  apply  the  lessons  learned  to  the  benefit  of  the 
agency,  the  government,  and  all  those  we  serve.  I  would  be  happy 
to  answer  any  questions  you  may  have,  Mr.  Chairman. 

Chairman  ROTH.  Just  let  me  point  out  that  as  far  as  the  Bicycle 
Club  is  concerned,  the  General  Accounting  Office  has  testified  that 
the  earnings  have  dropped  from  $23  million  to  $14  million  since 
1993.  I  question  whether  that  shows  a  particularly  positive  picture. 

I  would  like  to  get  the  Marshals'  opinion  as  to  criminal  activity 
at  the  Club.  We  had  the  testimony  of  Mr.  Lisowski,  the  man  who 
has  been  the  attorney  for  the  trustee.  We  had  the  testimony  of  the 
current  Director  of  Security,  saying  that  criminal  activity  continues 
to  be  a  major  problem  at  the  Bicycle  Club.  Do  you  agree  or  dis- 
agree? 

Mr.  Gonzalez.  Mr.  Chairman,  there  was  criminal  activity  when 
we  took  over  the  Club  and  I  believe  that  there  is  probably  criminal 
activity  at  the  Club  now. 

Chairman  ROTH.  That  there  probably  is? 

Mr.  Gonzalez.  I  believe  there  is 

Chairman  RoTH.  You  are  Director  of  the  Marshals  Service.  I 
want  a  yes  or  no  answer.  In  your  opinion,  does  there  continue  to 
be  criminal  activity  of  a  serious  nature  at  that  Club? 

Mr.  Gonzalez.  We  have  made  many  referrals  to  the  state,  local, 
and  federal  law  enforcement  agencies  regarding  alleged  criminal 
activities  at  the  Club. 


55 

Chairman  ROTH.  You  are  not  answering  my  question,  Mr.  Gon- 
zalez. Are  you  concerned  about  the  Club  being  associated  with 
criminal  activity  at  this  time? 

Mr.  Gonzalez.  Yes,  Mr.  Chairman,  I  am. 

Chairman  RoTH.  You  are  concerned? 

Mr.  Gonzalez.  Yes,  Mr.  Chairman. 

Chairman  RoTH.  So  you  disagree  with  the  trustee,  Mr.  Richard, 
who  said  the  contrary? 

Mr.  Gonzalez.  I  did  not  hear  Mr.  Richard's  testimony,  Senator. 

Chairman  ROTH.  He  denied  that  there  is  any  criminal  activity. 
So  you  would  disagree  with  that? 

Mr.  Gonzalez.  I  am  concerned  with  the  criminal  activity  that 
has  been  alleged  to  exist  at  the  Club  and  we  have  turned  that  in- 
formation over  to  the  appropriate  authorities. 

Chairman  RoTH.  As  U.S.  Marshal,  what  is  your  responsibility? 

Mr.  Gonzalez.  Senator,  all  federal  law  enforcement  agencies  are 
governed  by  statutory  requirements  that  place  limitations  on 
what 

Chairman  Roth.  Does  not  the  Federal  Government  have  a  spe- 
cial responsibility  when  there  are  allegations  of  organized  crime 
being  associated?  Is  that  something  you  would  turn  over  to  local 
law  enforcement  officers? 

Mr.  Gonzalez.  No,  Mr.  Chairman.  We  take  our  allegations  to  the 
federal  level.  I  cannot  comment  on  the  level  of  investigations  that 
are  being  conducted  at  this  time,  but  all  allegations  have  been  sub- 
mitted to  law  enforcement  agencies. 

Chairman  RoTH.  I  would  just  like  to  point  out  that  Mr.  Lisowski 
testified  that  during  the  first  week,  he  reviewed  a  report — this  was 
the  first  week  he  was  employed  as  the  attorney — and  I  quote:  "I  re- 
viewed a  report  commissioned  by  the  government  by  the  accounting 
firm  of  Levanthol  and  Horwith.  The  lengthy  report  raised  some 
striking  questions  regarding  employees  being  paid  but  not  working 
for  the  casino,  lack  of  cash  reporting  controls,  a  lack  of  cage  and 
cash  management  controls,  and  a  suspicious  credit  policy. 

"Reading  the  report,"  and  this  is  Mr.  Lisowski,  "I  also  formed  the 
opinion  that  Levanthol  was  telling  the  government  that  they  had 
some  alleged  serious  problems  with  the  current  management  po- 
tentially involving  the  skimming  of  profits  and  loan  sharking. 
Other  problems,  such  as  a  number  of  suspected  drug  dealers  fre- 
quenting the  property  and  alleged  skimming  of  the  tip  pool  were 
also  brought  to  my  attention  the  first  week.  I  forwarded  these  find- 
ings to  the  United  States  Marshals  Service  and  to  Mr.  Richard.  To 
my  knowledge,  no  government  action  was  ever  taken  on  these  find- 
ings." 

What  happened  with  that  report,  Mr.  Gonzalez? 

Mr.  Gonzalez.  With  respect  to  criminal  allegations,  Mr.  Chair- 
man, we  turned  those  over  to  investigative  agencies.  With  respect 
to  what 

Chairman  RoTH.  You  turned  them  over  to  whom,  exactly? 

Mr.  Gonzalez.  To  the  FBI. 

Mr.  Holecko.  Senator,  if 

Chairman  RoTH.  I  am  asking  Mr.  Gonzalez  right  now. 

Mr.  Gonzalez.  To  the  FBI,  Senator. 

Chairman  RoTH.  You  turned  them  over  to  the  FBI? 
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Mr.  Gonzalez.  Yes. 

Chairman  RoTH.  And  you  heard  nothing  further? 

Mr.  Gonzalez.  No,  Mr.  Chairman. 

Chairman  ROTH.  When  did  you  turn  those  reports  over? 

Mr.  Gonzalez.  I  do  not  know  the  exact  date,  Senator.  They  were 
turned  over  based  on  the  information  we  had  received. 

Chairman  RoTH.  And  yet  here  we  are  about  4  years  later  and  we 
have  the  current  Director  of  Security,  as  well  as  Mr.  Lisowski,  tes- 
tifying, to  which  you  agree,  that  criminal  activity  at  this  Bicycle 
Club  continues  to  be  a  serious  matter,  is  that  correct? 

Mr.  Gonzalez.  That  is  correct,  Senator. 

Chairman  ROTH.  Is  it  not  a  fact  that  as  the  U.S.  Marshals  Serv- 
ice, one  of  your  first  concerns  in  taking  over  forfeited  assets  is  to 
ensure  that  they  are  not  a  scene  of  criminal  activity?  Are  you  not 
part  of  the  law  enforcement  mechanism? 

Mr.  Gonzalez.  Yes,  Mr.  Chairman. 

Chairman  RoTH.  What  do  you  see  as  your  responsibility?  This  is 
going  to  happen  again.  You  take  over  assets,  and  if  there  are  crimi- 
nal activities  involved  with  these  assets,  what  is  your  responsibil- 
ity? Do  you  just  say,  well,  we  take  the  facts  and  we  turn  it  over 
to  somebody  else  and  forget  it?  Is  that  the  end  of  your  responsibil- 
ity? 

Mr.  GrONZALEZ.  Senator,  we  do  not  have  the  investigative 

Chairman  ROTH.  I  am  asking  a  question.  You  are  responsible  for 
managing,  right? 

Mr.  Gonzalez.  Yes,  Mr.  Chairman. 

Chairman  RoTH.  And  as  the  manager,  is  it  not  your  responsibil- 
ity to  ensure  as  a  federal  agency  that  this  business  is  run  in  a 
clean-cut  way  and  not  in  any  way  influenced  by  or  the  scene  of 
criminal  activity? 

Mr.  Gonzalez.  Yes,  Mr.  Chairman. 

Chairman  RoTH.  What  is  going  to  be  done?  Six  years  later,  we 
find  that  the  situation  has  not  improved,  by  your  own  admission, 
as  well  as  by  the  current  Director  of  Security. 

Mr.  McDowell.  Mr.  Chairman? 

Chairman  ROTH.  How  are  you  going  to  correct  that? 

Mr.  McDowell.  Mr.  Chairman? 

Chairman  RoTH.  I  will  get  to  you  later,  Mr.  McDowell. 

Mr.  Gonzalez.  Mr.  Chairman,  we  can  only  turn  the  allegations 
of  criminal  activities  in  the  Club  to  an  agency  that  has  the  author- 
ity to  conduct  the  investigations  and  we  have  done  that. 

Chairman  ROTH.  You  just  turn  it  over  and  then  you  wash  your 
hands  of  it,  is  that  what  you  are  saying? 

Mr.  Gonzalez.  No,  Mr.  Chairman,  that  is  not  what  I  am  saying. 
I  said  we  would  turn  it  over  to  the  investigative  agency  that  is  re- 
sponsible for  conducting  those  investigations. 

Chairman  ROTH.  When  you  continue  to  know  that  there  is  crimi- 
nal activity,  what  are  you  doing  to  follow  through? 

Mr.  Gonzalez.  Mr.  Chairman,  the  worst  thing  that  we  could  do 
is  to  interfere  with  an  investigation  that  is  being  conducted  by  an- 
other investigative  agency 

Chairman  Roth.  So  in  effect,  you  are  saying  that- 


Mr.  Gonzalez.  If  we  compromised  an  investigation  because  the 
Marshals  Service,  who  does  not  have  the  expertise,  or  the  experi- 
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ence,  or  the  knowledge  in  conducting  these  investigations,  inter- 
fered with  a  legitimate  investigation  by  an  authorized  federal  in- 
vestigative agency,  that  would  be 

Chairman  RoTH.  Let  me  say  this,  that  in  the  private  sector,  if 
management  had  a  criminal  activity  at  their  facility  and  they  re- 
ferred it  to  a  legal  agency  but  they  just  washed  their  hands  from 
there  on  out,  I  do  not  think  the  law  enforcement  agencies  would 
be  very  sympathetic. 

Mr.  McDowell,  I  cut  you  off.  Please  proceed. 

Mr.  McDowell.  Excuse  me  for  interrupting  you,  Mr.  Chairman, 
but  I  did  feel  compelled  to  state  that  the  Marshals  Service,  if  they 
were  not  running  the  Club,  if  they  came  across  allegations  of  loan 
sharking  or  gambling,  would  not  investigate  it  themselves.  The 
way  the  Justice  Department  is  set  up,  the  FBI  and  the  United 
States  Attorneys  Offices  are  the  appropriate  agencies  to  refer  it  to. 
So  the  Marshals  are  doing  their  job  whether  or  not  they  are  in- 
volved in  a  casino  if  they  made  these  referrals. 

Chairman  ROTH.  I  am  saying,  Mr.  McDowell,  that  I  do  not  think 
it  is  adequate  for  your  Service  as  the  one  responsible  for  managing 
these  assets  to  say  that  they  can  just  turn  it  over  to  someone  else 
and  that  is  the  end  of  it. 

Mr.  McDowell.  Oh,  I  do  not  think 

Chairman  RoTH.  I  think  as  one  responsible  for  its  continued 
management,  you  have  a  continued  responsibility  to  eradicate 
criminal  activity.  That  is  the  reason  we  are  where  we  are  6  years 
later. 

Mr.  McDowell.  Mr.  Chairman,  I  do  not 

Chairman  ROTH.  At  the  time  we  took  over  this  asset,  we  find 
that  the  situation,  by  admission  by  the  Director  of  the  Marshals 
Service,  that  it  is  no  better  than  it  was  before. 

Mr.  McDowell.  Mr.  Chairman,  I  do  not  think  that  is  an  accu- 
rate statement  of  the  record.  The  Marshals  Service,  Mr.  Holecko 
and  Mr.  Gonzalez 

Chairman  ROTH.  I  did  not  ask  you  that. 

Mr.  McDowell  [continuing].  Axe  here  to  tell  you  in  detail 

Chairman  RoTH.  Let  me  go  back  to  Mr.  Gonzalez.  In  your  opin- 
ion, is  the  trustee  doing  his  job? 

Mr.  Gonzalez.  The  purpose  for 

Chairman  RoTH.  Is  he  doing  it  satisfactorily  to  you? 

Mr.  Gonzalez.  The  purpose  for  seizing  the  Club,  Mr.  Chairman, 
was  to  take  the  asset  away  from  the  drug  dealers,  to  maintain  the 
value  of  the  asset,  and  to  sell  the  Club. 

Chairman  RoTH.  My  question,  Mr.  Gonzalez,  is  the  trustee  doing 
a  satisfactory  job? 

Mr.  Gonzalez.  Satisfactory  from  the  standpoint  of  maintaining 
the  value  of  the  asset,  yes,  Mr.  Chairman. 

Chairman  RoTH.  And  yet  we  saw  the  income  decline  in  1993 
from  $23  to  $14  million.  But  again,  I  go  back  to  the  more  serious 
problem  that  under  the  management  of  the  U.S.  Marshals  Service, 
which  is  part  of  our  law  enforcement  system,  we  have  here  today 
an  admission  that  the  criminal  activity  continues  to  be  a  serious 
problem.  I  just  find  that  not  satisfactory. 

Mr.  Gonzalez.  Mr.  Chairman,  criminal  activity  in  this  country 
and  in  these  businesses  continues  to  be  a  serious  problem.  We  try 


;  58 

the  very  best  that  we  can,  Mr.  Chairman,  to  clean  up  crime  in  the 
Club.  We  have  turned  the  investigations  over 

Chairman  ROTH.  Let  me  ask  you  this,  Mr.  Gonzalez.  The  trustee 
has  testified  that  there  is  no  problem,  no  serious  problem  with 
criminal  activity.  But  you  believe  there  is  a  serious  problem.  The 
Director  of  Security  agrees  that  there  is  a  problem.  My  question  to 
you  is,  are  you  satisfied  with  the  performance  of  the  trustee,  yes 
or  no? 

Mr.  Gonzalez.  Mr.  Chairman,  what  I  agreed  to  was- 


Chairman  ROTH.  I  would  like  a  yes  or  no  answer  on  this. 

Mr.  Gonzalez.  I  cannot  give  you  a  yes  or  no  answer  in  that  re- 
spect, Mr.  Chairman.  I  need  to  explain  that  what  I  have  said  is 
that  we  have  received  allegations  of  criminal  activities  in  that  Club 
and  we  are  pursuing  those  allegations.  I  cannot  say  whether  the 
crimes  have  occurred  or  not  because  the  investigative  agencies 
have  not  made  that  determination. 

Chairman  ROTH.  I  just  find  that  totally  unsatisfactory.  You  are 
a  bureau  of  the  Department  of  Justice,  just  like  the  FBI,  just  like 
DEA.  I  just  find  this  totally  unsatisfactory. 

Mr.  McDowell.  Mr.  Chairman,  when  we  took  over  this  Club,  it 
was  owned  by  the  drug  dealers.  The  drug  dealers  are  out  of  there. 
When  we  took  over  the  Club,  the  Director  of  Asian  Games  was  a 
loan  shark  and  the  Federal  Government  arrested  him  and  put  him 
in  jail. 

Chairman  Roth.  And  6  years  later,  we  have  testimony  before  us 
under  oath  that  those  are  still  problems,  and  that  is  a  matter 

Mr.  McDowell.  For  thousands  of  years,  there  has  been  trouble 
associated  with  gambling.  That  is  why  a  lot  of  States  do  not  permit 
it.  It  has  to  be  treated  seriously.  That  is  why 

Chairman  RoTH.  Let  me  go  back  now  to  the  guidelines  of  the 
Justice  Department.  The  guidelines  of  the  Justice  Department  pro- 
vide that  assets  should  be  disposed  of  promptly.  This  is  6  years 
later  and  you  still  own  it,  in  effect,  and  control  it.  Technically,  you 
are  right.  It  goes  through  a  trust  and  so  forth,  the  courts. 

Why  has  this  facility  not  been  sold?  Here  you  have  an  organiza- 
tion which  you  admit  and  agree  has  an  association  with  illegal  ac- 
tivity, something  that  certainly  nobody  in  the  Marshals  Service 
wants  to  happen.  Why  is  it,  6  years  later,  you  still  have  possession 
of  this  particular  forfeited  asset?  Who  made  that  decision? 

Mr.  Gonzalez.  Mr.  Chairman,  I  would  like  to  defer  to  the  folks 
that  were  with  the  Marshals  Service  a  lot  longer  than  I  have  been, 
if  you  would  permit. 

Chairman  RoTH.  Either  one. 

Mr.  Holecko.  Senator,  let  me  explain.  What  we  have  is  a  secu- 
rity interest  in  the  Club.  That  security  interest  is  regulated  by  the 
laws  that  apply  under  the  jurisdiction  of  the  Securities  and  Ex- 
change Commission.  There  is  no  public  market  for  the  security  in- 
terest that  the  government  has. 

Chairman  RoTH.  You  actually  own  that  interest.  The  question  is, 
why  have  you  not  disposed  of  it? 

Mr.  Holecko.  Senator,  I  would  like  to  explain  that.  First  of  all, 
our  duty  is  to  sell  the  interests  that  are  forfeited  in  a  commercially 
feasible  manner.  The  interests  were  not  all  acquired  in  1990.  There 
was  a  seizure  of  the  Club,  and  over  a  period  of  years,  the  interests 
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that  were  owned  by  various  defendants  were  resolved,  either  by 
forfeiture  actions  or  settlement  agreements. 

In  1992,  after  forfeiture  agreements  with  some  of  the  partners, 
the  United  States  Marshals  Service  went  to  investment  bankers  on 
Wall  Street  and  were  told  that  what  the  government  had  then  was 
not  commercially  feasible  to  sell.  It  was  only  with  the  forfeiture  of 
the  Dale  Lyon  interest  in  1993  that  the  government  had  acquired 
effective  control  of  the  Club  and  had  an  interest  that  people  would 
be  interested  in  buying. 

Mr.  Damelin.  Mr.  Holecko,  even  under  your  scenario,  as  early  as 
1993,  you  had  a  marketable,  saleable  interest,  is  that  correct? 

Mr.  Holecko.  That  is  correct,  Mr.  Damelin. 

Mr.  Damelin.  You  did  have  an  interest  you  claim  that  was  not 
saleable,  but  did  you  not  have  a  clearly  forfeited  interest  in  that 
Club  as  early  as  1991? 

Mr.  Holecko.  That  would  be  correct. 

Mr.  Damelin.  Did  you  make  any  effort  at  that  point  in  time, 
from  1991  to  1993,  to  sell  the  Club? 

Mr.  Holecko.  The  effort  that  was  made,  Mr.  Damelin 

Mr.  Damelin.  Was  it  marketed?  Was  the  Club  marketed? 

Mr.  Holecko.  Yes,  Mr.  Damelin.  Let  me  explain.  What  the  Mar- 
shals Service  and  Justice  Department  officials  did  was  go  to  Wall 
Street  investment  bankers  and  discuss  the  possibility  of  using 
them  to  sell  the  interest,  because  as  I  said,  we  cannot  do  a  public 
sale.  It  would  violate  the  securities  laws  to  do  that. 

Mr.  Damelin.  Did  you  go  to  other  gambling  operators  to  see  if 
you  could  sell? 

Mr.  Holecko.  That  would  be  a  public  solicitation  to  go  to  other 
gambling  interests.  We  were  trying  to  sell  this  in  a  manner  that 
would  comply  with  the  securities  laws.  So  the  first  effort  was  to 
look  at  selling  through  an  investment  banker.  We  were  told  two 
things.  Number  one,  the  investment  bankers  did  not  believe  that 
what  we  had  was  commercially  marketable,  and  number  two,  at 
that  time,  they  wanted  fees  which  the  government  officials  consid- 
ered excessive.  So  the  effort  was  then  made  to  sell  the  Club 
through  the  trustee. 

Mr.  Damelin.  But  there  was  another  option.  You  decided  not  to 
go  that  way  because  it  might  have  been  too  expensive,  through  the 
investment  banker  route? 

Mr.  Holecko.  That  is  correct. 

Mr.  Damelin.  So  then  you  opted  to  go  through  the  trustee.  That 
was  a  decision  you  made  for  your  own  internal  economic  reasons, 
correct? 

Mr.  Holecko.  That  is  correct.  I  mean,  it  was  partially  the  advice 
of  the  investment  bankers  not  to  proceed,  and  their  cost  for  pro- 
ceeding against  their  advice  with  what  we  had,  two  reasons. 

Mr.  Damelin.  Did  not  the  partners  always  have  a  right  of  first 
refusal,  and  do  they  not  still,  to  this  day,  under  the  partnership 
agreement? 

Mr.  Holecko.  Some  of  them  do;  some  of  them  do  not. 

Mr.  Damelin.  So  could  you  not  have  just  gone  right  to  the  part- 
ners, the  existing  partners,  the  non-criminal  partners  as  soon  as 
you  got  your  interest  and  said,  here,  let  us  work  out  some  kind  of 
resolution.  We  do  not  want  to  be  in  the  gambling  business.  This  is 
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a  potential  conflict.  We  are  a  law  enforcement  agency.  We  are  com- 
ing into  a  business  we  know  has  crime  problems.  We  are  going  to 
be  in  trouble.  Why  do  we  not  just  give  it  to  you.  Let  us  work  out 
a  negotiated  price  and  let  us  get  this  resolved.  They  had  the  right 
of  first  refusal  and  they  still  do,  do  they  not,  to  this  day? 

Mr.  HOLECKO.  Some  of  the  partners  have  a  right  of  first  refusal, 
that  is  correct. 

Mr.  Damelin.  So  the  ones  that  had  the  right  of  first  refusal,  was 
it  ever  explored  as  early  as  1991 

Mr.  HOLECKO.  Yes. 

Mr.  Damelin  [continuing].  As  to  whether  you  could  get  rid  of  this 
asset  through  a  sale  to  your  existing  partners? 

Mr.  HOLECKO.  As  early  as  1992,  there  were  offers  made  and  were 
considered  by  the  government.  All  of  those  offers  were  rejected  be- 
cause they  were  either  deficient  in  terms  of  price  or  financing.  Al- 
most every 

Mr.  Damelin.  Did  anybody  ever  reach  the  conclusion  that  maybe 
in  this  particular  situation  we  might  not  get  necessarily  what  we 
possibly  should,  but  it  would  be  a  lot  better  for  us  to  be  out  of  this 
business  so  we  do  not  end  up  in  1996  owning  a  gambling  casino 
that  is  rife  with  problems?  Would  that  not  have  been  a  potential 
way  to  get  out  of  this  problem,  even  if  you  got  less  money? 

Mr.  HOLECKO.  Yes,  but,  and  can  I  explain  the  "but"?  The  "but" 
is  that  almost  every  proposal  we  received  required  seller  financing. 
As  a  matter  of  policy,  the  Marshals  Service  does  not  finance  its 
sales  and  the  reason  is  that  if  the  buyer  defaults,  then  we  may  be 
in  a  position  where  we  will  have  to  repossess  the  interest.  We  want 
out  of  this  Club  as  quickly  as  we  can  possibly  get  out.  We  do  not 
want  to  ever  be  in  the  position  of  having  to  recapture  this  interest. 

Now,  I  can  tell  you  that  I  have  certainly  come  to  the  conclusion 
that  we  ought  to  explore  an  offer  with  the  partners,  and  I  have 
been  negotiating  with  two  partnership  groups  since  the  fall  of  1995, 
attempting  to  get  a  satisfactory  conclusion. 

Mr.  Damelin.  But  as  you  sit  here  today,  you  have  not  sold  your 
interest  in  this  casino,  have  you? 

Mr.  Holecko.  I  have  recently 

Mr.  Damelin.  You  have  not  sold  your  interest  in  the  casino,  have 
you? 

Mr.  Holecko.  That  is  correct,  Mr.  Damelin,  but  I  have  entered 
into  a  letter  of  intent  with  a  company  that  is  a  multi-billion  dollar, 
multi-national  company  with  wide  experience  in  hotel  management 
and  gaming  which  also  operates  a  gambling 

Mr.  Damelin.  Mr.  Holecko,  let  me  ask  you  this.  Has  one  dollar 
transferred  as  a  result  of  that  letter  of  intent? 

Mr.  Holecko.  No. 

Mr.  Damelin.  Do  the  partners  still  have  the  right  of  first  refusal? 

Mr.  Holecko.  That  is  a  matter  which  is  going  to  be  litigated  in 
court. 

Mr.  Damelin.  So  you  are  far  from  making  a  sale  of  this  casino 
as  you  sit  here  today,  correct? 

Mr.  Holecko.  I  do  not  agree  with  that.  I  do  not  think  I  am  far 
from  it.  I  think  I  am  close  to  it. 

Mr.  Damelin.  The  Senator  may  have  some  questions  for  you  in 
that  regard  as  to  when  he  wants  you  to  report  back. 
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Mr.  Gonzalez,  you  were  not  in  the  room,  I  gather,  when  the  other 
witnesses  were  testifying,  but  the  casino's  former  counsel,  Mr. 
Lisowski,  testified  that  he  was  told  by  a  member  of  the  Marshals 
Service  to  stay  away  from  the  casino  during  the  Subcommittee  staff 
visit  there,  when  members  of  my  staff  came  out  there  last  Septem- 
ber. Further,  Mr.  Lisowski  indicated  that  Mr.  Holecko  also  has  al- 
legedly written  a  letter  instructing  Mr.  Lisowski  not  to  speak  with 
the  Subcommittee  staff.  Is  this  true,  and  if  so,  how  do  you  explain 
these  attempts  to  basically  intimidate  witnesses? 

Mr.  Gonzalez.  I  am  unaware  of  that,  Mr.  Damelin. 

Mr.  Damelin.  When  we  get  the  letter  from  Mr.  Lisowski,  we  will 
make  the  letter  available  to  you,  and  then  you  can  respond  to  it. 

Chairman  ROTH.  Let  me  ask  this.  Mr.  Holecko,  are  you  aware  of 
it? 

Mr.  Holecko.  Senator  Roth,  I  have  never  intimidated  any  wit- 
ness  


Chairman  ROTH.  That  is  not  the  question.  Has  anyone  in  the 
Marshals  Service,  you  or  anyone  else,  to  your  knowledge,  in  any 
way  tried  to  discourage  an  employee  of  the  Bicycle  Club  from  ap- 
pearing, or  testifying,  or  being  at  the  Club  when  the  staff  was  mak- 
ing its  investigation? 

Mr.  Holecko.  Absolutely  not.  Senator.  May  I  respond  to  Mr. 
Lisowski's  allegations  against  me? 

Chairman  ROTH.  Yes. 

Mr.  Holecko.  I  had  made  a  decision  earlier  this  fall,  a  decision 
which  I  communicated  to  the  Committee  staff  during  an  interview 
this  fall,  that  the  Marshals  Service  had  very  disturbing  allegations 
about  Mr.  Lisowski's  involvement  with  the  Bicycle  Club  as  general 
counsel,  despite  the  fact  that  he  had  been  instructed  in  January  of 
1995  not  to  do  so.  Based  on  that  information  and  other  concerns, 
I  communicated  to  the  trustee,  who  had  independently  already  de- 
termined that  he  shared  the  view  that  we  had  lost  trust  and  con- 
fidence in  him,  and  as  a  result  of  that  interaction,  Mr.  Lisowski's 
engagement  was  terminated. 

As  part  of  our  review  of  the  Bicycle  Club  we  became  concerned 
about  the  scope  and  amount  of  Mr.  Lisowski's  billings,  and  we 
began  to  do  an  audit  of  Mr.  Lisowski's  fees.  In  order  to  preserve 
some  amount  of  money  that  might  be  available  as  an  offset  if  we 
determined  that  payments  were  inappropriate,  we  withheld  pay- 
ment of  his  last  invoice. 

Mr.  Lisowski  sent  me  a  letter  indicating  that  if  I  did  not  pay  him 
immediately,  that  he  was  going  to  make  allegations  against  the 
Marshals  Service  and  the  trustee,  and  I  considered  that  to  be,  in 
effect,  a  request  that  we  treat  this  last  payment  as  hush  money, 
and  my  response  was  a  very  strong  response  to  him  indicating, 
number  one,  that  we  were  not  going  to  be  deterred  from  going  for- 
ward with  our  audit  and  review  of  his  payments,  and  number  two, 
that  he  had  professional  responsibilities  as  an  attorney  to  maintain 
attorney-client  privileges. 

I  do  not  think  that  reminding  him  about  his  professional  respon- 
sibilities was  any  threat  or  intimidation  at  all,  and  it  certainly  was 
not  intended  to  obstruct  anything  that  this  Committee  was  doing. 

Chairman  ROTH.  Mr.  Gonzalez,  you  reference  in  your  statement 
an  evaluation  prepared  on  the  management  of  the  Bicycle  Club  by 
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Mr.  Kelly,  but  you  did  not  include  an  oversight  report  prepared  by 
the  Marshals  Service  itself  in  January  1996.  Let  me  read  you  a  few 
quotes  from  your  own  report. 

"Although  the  successor  trustee  produced  monthly  trustee  re- 
ports for  the  court,  a  review  of  the  monthly  reports  indicate  the 
persistence  of  administrative  errors,  which  implies  that  they  were 
not  carefully  reviewed." 

Another  quote,  "Between  1991  through  1995,  there  were  no  inde- 
pendent audits  of  trustee  expenditures."  Again,  a  separate  quote, 
"There  is  a  lack  of  direction  and  oversight  of  trustee  staff."  Then 
the  final  quote  is,  "Retain  Harry  Richard  as  successor  trustee  and 
LCP  general  partner.  Remove  Harry  Richard  as  Administrative  Of- 
ficer." 

Mr.  Gonzalez,  I  would  like  you  to  submit  a  complete  copy  of  that 
report  for  the  record. 

Mr.  Gonzalez.  We  will  do  that.  Senator,  i 

Chairman  ROTH.  Why  was  this  not  submitted  to  us  before? 

Mr.  Gonzalez.  I  do  not  know.  Senator.  I  would  have  to  defer  to 
Mr.  Holecko  or  Mr.  McDowell. 

Mr.  Holecko.  Senator,  I  believe  that  that  report  was  primarily 
prepared  for  our  internal  use  in  preparing  for  testimony  for  the 
hearing.  There  is,  as  I  think  the  Senator  has  been  told,  a  complete 
cradle-to-grave  audit  which  is  being  conducted  by  the  Inspector 
General  of  the  Department  and  that  audit  report  is  underway  cur- 
rently. 

Chairman  RoTH.  It  seems  to  me  that  this  was  appropriate  to  be 
submitted  to  the  Subcommittee. 

Those  are  all  the  questions  we  have  at  the  current  time,  but  I 
am  going  to  ask  you  to  submit  a  report.  We  may  have  additional 
hearings  in  3  months  as  to  the  situation  at  the  Bicycle  Club.  We 
want  to  be  kept  informed  as  to  what  is  happening  on  the  efforts 
to  dispose  of  it  as  well  as  how  you  address  the  problem  of  criminal 
activity  at  the  Bicycle  Club. 

Mr.  Gonzalez.  Thank  you,  Mr.  Chairman. 

Chairman  Roth.  We  will  leave  the  record  open  for  1  week  for  ad- 
ditional material  to  be  submitted. 

The  Subcommittee  is  in  recess. 

[Whereupon,  at  1:30  p.m.,  the  Subcommittee  was  adjourned.] 


iThe  document  referred  to  was  submitted  and  marked  Exhibit  #25,  and  has  been  retEiined 
in  the  files  of  the  Subcommittee. 


APPENDIX 


PREPARED  STATEMENT  OF  LAURIE  E.  EKSTRAND 

SUMMARY  OF  STATEMENT 

Enforcement  actions  resulted  in  the  value  of  the  Departments  of  Justice's  and  the 
Treasury's  seized  property  inventories  growing  from  a  reported  $33  million  in  1979 
to  almost  $2  billion  in  1994.  In  January  1990,  the  Comptroller  General  identified 
seized  and  forfeited  assets  as  a  high-risk  area  because  it  had  been  characterized  by 
mismanagement  and  internal  control  weaknesses. 

In  June  1991,  GAO  recommended  consolidating  the  management  and  disposition 
of  all  noncash  seized  properties.  It  reported  that  estimated  program  administration 
costs  could  be  reduced  11  percent  annually  if  Justice  and  the  U.S.  Customs  Service 
consolidated  the  postseizure  management  and  disposition  of  such  items  and  that 
consolidation  would  likely  result  in  lower  contractor  costs  due  to  economies  of  scale. 
According  to  Justice  and  Treasury,  the  1992  legislation  that  established  a  separate 
Treasury  fund  complicated  the  potential  for  consolidation.  There  are  no  plans  for 
consolidation  of  asset  management  disposition  functions.  GAO  still  sees  areas  of 
possible  duplication  between  the  two  funds  and  programs  and  accordingly  believes 
that  consolidation  makes  sense. 

In  March  1993,  the  Justice  Office  of  Inspector  General  (OIG)  reported  mismanage- 
ment by  contractors  hired  by  the  Marshals  Service  to  maintain  and  dispose  of  prop- 
erty, resulting  in  excessive  costs  and  lost  revenues  of  almost  $2.8  million  in  six  dis- 
tricts reviewed  by  the  OIG.  The  OIG  reported  that  $2.5  million  of  the  excessive  costs 
and  lost  revenue  resulted  from  a  lack  of  effective  Marshals  Service  oversight  of  real 
property  management  contracts.  In  March  1994,  OIG  reported  that  the  Marshals 
Service  was  not  disposing  of  forfeited  property  expeditiously,  allowing  property  to 
deteriorate,  thus  resulting  in  lost  revenue  when  it  was  sold.  The  Marshals  Service 
has  initiated  various  actions  to  address  these  problems. 

GAO's  fiscal  year  1992  and  1993  and  Treasury  OIG's  fiscal  year  1994  financial 
statement  audits  of  Customs  revealed  inadequate  safeguards  over,  and  incomplete 
and  inaccurate  accounting  and  reporting  of,  seized  property.  Customs  is  taking  steps 
to  address  these  problems;  however,  these  efforts  are  in  various  stages  of  develop- 
ment. As  GAO  reported,  while  Customs'  efforts  are  commendable,  it  must  establish 
and  implement  additional  policies  and  procedures,  such  as  periodically  summarizing 
and  assessing  the  results  of  its  seizure  efforts,  and  make  significant  enhancements 
to  its  seized  property  tracking  system.  In  addition,  a  significant  and  sustained  effort 
by  Customs  management  would  help  to  ensure  that  established  policies  and  proce- 
dures and  planned  improvements  are  properly  implemented. 


Mr.  Chairman  and  Members  of  the  Subcommittee: 

I  am  pleased  to  be  here  today  to  discuss  the  asset  forfeiture  programs  of  the  De- 
partments of  Justice  and  the  Treasury.  I  will  provide  a  historical  perspective  on  the 
programs,  including  why  we  identified  the  programs  as  "high-risk;"  problems  that 
were  identified;  and  efforts  to  fix  the  problems,  including  unresolved  issues. 

As  asset  forfeiture  programs  grew  in  the  1980s,  we  found  that  property  was  not 
being  properly  cared  for  after  it  was  seized,  which  resulted  in  lost  revenue  to  the 
government  when  the  property  was  sold.  Much  has  been  accomplished  in  this  area 
since  the  1980s.  However,  some  significant  problems  remain  with  seized  property 
management.  Also,  Justice  and  Treasury  continue  to  operate  two  similar  but  sepa- 
rate seized  asset  management  and  disposal  programs  despite  legislation  requiring 
them  to  develop  and  maintain  a  joint  plan  to  coordinate  and  consolidate  postseizure 
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administration  of  certain  properties. ^  Further,  Treasury  is  in  the  process  of  estab- 
Hshing  a  separate  asset  tracking  system  but  plans  to  continue  to  share  information 
with  Justice's  system. 

My,  testimony  updates  our  high-risk  report  on  asset  forfeiture  programs  through 
discussions  with  agency  officials. 2  We  discussed  this  statement  with  Justice  and 
Treasury  officials  and  incorporated  their  views  where  appropriate. 

Background 

Asset  forfeiture  programs  were  intended  to  (1)  punish  and  deter  criminal  activity 
by  depriving  criminals  of  property  used  or  acquired  through  illegal  activities  and  (2) 
make  seized  property  available  as  assets  to  strengthen  law  enforcement.  Seized  and 
forfeited  property  include  businesses,  cash,  bank  accounts,  automobiles,  boats,  air- 
planes, jewelry,  art  objects,  and  real  estate.  Justice  and  Treasury  also  seized  thou- 
sands of  tons  of  illegal  drugs  and  counterfeit  items  that  have  no  resale  value  to  the 
Federal  Government.  These  latter  items  are  typically  held  by  the  agencies  until  they 
are  approved  for  destruction  or,  in  the  case  of  some  counterfeit  items  that  Treasury 
seized,  for  donation  to  charity.  The  Marshals  Service  and  the  U.S.  Customs  Service 
are  responsible  for  holding  and  maintaining  real  and  tangible  personal  property 
seized  by  participating  agencies  within  Justice  and  Treasury,  respectively,  for  dis- 
position. 

An  example  of  a  business  that  the  Marshals  Service  seized  and  continues  to  oper- 
ate is  the  Bicycle  Club,  a  card  casino  in  Bell  Gardens,  California.  The  Marshals 
Service  seized  the  Club  in  April  1990  and  continues  to  hold  it  today.  According  to 
the  Marshals  Service,  in  August  1994,  it  accepted  an  offer  to  buy  the  Club:  however, 
the  prospective  buyer  was  not  able  to  secure  financing.  The  Club's  net  income  has 
declined  from  $23.1  million  in  1993,  to  $19.3  million  in  1994,  to  $14.0  million  in 
1995.3  It  uggg  a  trustee  to  manage  its  interest  in  the  Club.  The  current  trustee  was 
appointed  in  1993  and  was  paid  about  $322,500  ($210,000  in  salary  and  $112,500 
in  bonus)  last  year.  His  compensation  is  higher  than  any  federal  employee. 

Although  the  government  has  had  forfeiture  authority  for  over  200  years,  it  was 
rarely  utilized  as  a  law  enforcement  tool  until  the  1980s.  The  Comprehensive  Crime 
Control  Act  of  1984  expanded  forfeiture  authority  and  established  asset  forfeiture 
funds  within  Justice  and  Customs  to  hold  the  proceeds  of  forfeitures  and  to  finance 
program-related  expenses  (for  example,  property  management  expenses)  and  certain 
law  enforcement  activities,  such  as  the  payment  of  rewards  for  information  related 
to  asset  seizure  and  training  directly  related  to  the  asset  forfeiture  programs. 

Until  recently.  Treasury  law  enforcement  agencies  other  than  Customs — i.e.,  the 
Bureau  of  Alcohol,  Tobacco  and  Firearms;  the  Criminal  Investigation  Division  of  the 
Internal  Revenue  Service  (IRS);  and  the  U.S.  Secret  Service — participated  in  the 
Justice  Asset  Forfeiture  Fund.  In  October  1992,  Congress  created  the  Treasury  For- 
feiture Fund  to  supersede  the  Customs  Forfeiture  Fund."*  Treasury  agencies  that 
previously  participated  in  the  Justice  Fund  began  making  deposits  into  the  Treas- 
ury Fund  in  October  1993.  Figure  1  shows  the  two  funds'  receipts  through  fiscal 
year  1994. 


iThe  Anti-Drug  Abuse  Act  of  1988,  Public  Law  No.  100-690,  Section  6078(a),  21  U.S.C.  887 
(1988). 

^High-Risk  Series:  Asset  Forfeiture  Programs  (GAO/HR-95-7,  Feb.  1995) 

3  We  have  not  audited  the  Bicycle  Club. 

"Treasury  Forfeiture  Fund  Act  of  1992,  Public  Law  No.  102-393,  31  U.S.C.  9703  (1992). 


65 

Figure  1:  Forfeiture  Fund  Receipts,  Fiscal  Years  1985  Through  1994 
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Sources:  Department  of  Justice,  Department  of  the  Treasury,  and  U.S.  Customs  Service. 

These  funds  have  always  collected  more  than  the  allowable  expenses  that  could 
be  charged  against  them.^  However,  some  seized  property  may  result  in  a  negative 
cash  flow  (i.e.,  associated  costs  exceed  associated  revenue).  Year-end  surpluses  in 
the  Justice  Fund  historically  have  been  used  for  law  enforcement  purposes,  such  as 
building  prisons  or  funding  special  activities  through  the  Office  of  National  Drug 
Control  Policy  (ONDCP).  Year-end  surpluses  in  the  Customs  Fund  were  transferred 
to  the  general  fund  of  the  Treasury.  Beginning  with  fiscal  year  1994  and  through 
fiscal  year  1997,  a  portion  of  the  year-end  surpluses  in  the  Treasury  Fund  are  to 
be  transferred  to  ONDCP.  Surpluses  remaining  in  the  fund  after  transfer  are  avail- 
able to  the  Secretary  of  the  Treasury  for  any  law  enforcement  activity  of  a  federal 
agency. 

Asset  forfeiture  legislation  authorizes  Justice  and  Treasury  to  share  forfeiture 
proceeds  with  State  and  local  law  enforcement  agencies  and  foreign  governments 
that  participate  in  law  enforcement  efforts  leading  to  seizure  and  forfeiture  of  prop- 
erty and  cash.  From  fiscal  years  1986  through  1994,  Justice  and  Treasury  shared 
over  $1.4  billion  and  $394  million,  respectively,  in  forfeited  property  and  cash  with 
over  3,000  State  and  local  law  enforcement  agencies. 

While  improvements  have  been  made  in  the  areas  of  seized  property  management 
and  management  information  systems.  Justice  and  Treasury  Offices  of  the  Inspector 
General  (OIG)  and  we  reported  that  problems  remain  (see  related  GAO  products). 
Therefore,  we  continue  to  classify  the  programs  as  high-risk. 

Asset  Forfeiture  Programs  Identified  as  High-Risk 

In  January  1990,  the  Comptroller  General  identified  seized  and  forfeited  assets 
as  a  high-risk  area  because  it  had  been  characterized  by  mismanagement  and  inter- 
nal control  weaknesses.  More  specifically,  the  programs 


growth  in  seized  assets  inventories  as  reported  by 
f33  million  in  1979  to  $1.4  billion  in  1989  and  was 


— had  experienced  enormous 
Justice  and  Customs  (from 
almost  $2  billion  in  1994); 

— had  a  history  of  debilitating  internal  control  problems  leading  to  mismanage- 
ment of  seized  cash;  inaccurate  reporting  on  financial  results  of  program  oper- 
ations; and  an  inability  to  maximize  revenues  on  hundreds  of  millions  of  dollars' 
worth  of  seized  cars,  boats,  airplanes,  and  real  estate;  and 


^   Allowable  exfienses  exclude  certain  costs,  such  as  salaries  and  benefits  of  seizing  agents, 
which  are  borne  by  the  seizing  agency. 
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—had  a  lack  of  U.S.  Attorneys  and  Marshals  Service  staffs  who  were  sufficiently 
knowledgeable  and  experienced  in  real  property  law  and  management  to  ade- 
quately deal  with  the  many  complex  issues  that  routinely  arise  in  the  transfer 
of  title  for  forfeited  properties. 

Status  and  Continuing  Concerns 

In  February  1995,  we  reported  on  the  status  of  the  asset  forfeiture  programs  and 
progress  made.  The  following  sections  describe  the  key  continuing  concerns. 

Seized  Property  Management  Problems  Remain 

Problems  persisted  with  the  Marshals  Service's  maintenance  and  disposal  of 
seized  and  forfeited  property,  according  to  Justice  OIG  reports.  In  March  1993,  OIG 
reported  (93-10)  mismanagement  by  the  Marshals  Service  in  maintaining  and  dis- 

f losing  of  property,  resulting  in  excessive  costs  and  lost  revenues  of  almost  $2.8  mil- 
ion  in  six  districts  reviewed  by  OIG.^  The  OIG  also  said  that  $2.5  million  of  the 
excessive  costs  and  lost  revenue  resulted  from  a  lack  of  effective  Marshals  Service 
oversight  of  real  property  management.  In  one  district,  the  Marshals  Service  sold 
seized  property  for  $5.3  million,  of  which  it  received  $1.3  million  as  a  down  payment 
and  an  interest  bearing  note  of  $4  million.  The  prospective  buyer  of  the  seized  real 
property  later  defaulted.  When  the  district  resold  the  property  for  $2.5  million,  it 
applied  the  proceeds  to  the  note  which  left.  $1.75  million  balance  due.  Since  the 
original  buyer  was  in  bankruptcy,  the  balance  may  or  may  not  be  received.  In  addi- 
tion, the  OIG  also  reported  that  the  Marshals  Service  failed  to  detect  improper  pay- 
ments for  property  taxes,  attorney  fees,  and  title  insurance.  The  OIG  said  that  these 
deficiencies  occurred  primarily  because  oversight  by  the  Marshals  Service  was  lack- 
ing and  its  guidance  was  fragmented  in  several  documents. 

In  March  1994,  the  OIG  reported  (94-14)  that  the  Marshals  Service  was  not  dis- 
posing of  forfeited  property  expeditiously,  allowing  property  to  deteriorate,  thus  re- 
sulting in  lost  revenue  when  it  was  sold.  The  Marshals  Service  has  initiated  various 
actions  to  address  these  problems,  such  as  revising  procurement  policies,  conducting 
contract  management  reviews  at  certain  districts,  and  providing  additional  training 
to  seized  assets  management  staff,  according  to  the  Inspector  General. 

The  Justice  OIG  in  its  fiscal  year  1994  audit  of  the  Justice  asset  forfeiture  pro- 
gram (95-24A,  July  1995)  reported  that  there  were  no  closing  procedures  in  place 
at  fiscal  year-end  designed  to  ensure  that  all  forfeited  property  was  recorded  in  the 
property  management  system  for  the  Justice  Fund.  Further,  the  estimated  value  of 
forfeited  property  may  not  include  all  possible  liens  and  claims  of  innocent  third 
parties. 

Our  fiscal  year  1992  and  1993  and  Treasury's  fiscal  year  1994  financial  statement 
audits  of  Customs  revealed  inadequate  safeguards  over,  and  incomplete  and  inac- 
curate accounting  and  reporting  of;  seized  property.  Customs  is  taking  steps  to  ad- 
dress these  problems;  however,  these  efforts  are  in  various  stages  of  development. 

Customs  conducted  its  first  nationwide  physical  inventory  of  seized  property — in- 
cluding drugs,  currency,  and  counterfeit  items — in  February  1994.  As  a  result  of  this 
inventory.  Customs  was  able  to  identify  and  correct  many  significant  errors  in  the 
recorded  quantities  and  values  of  seized  property.  This  effort  was  also  intended  to 
establish  an  accurate  baseline  for  monitoring  and  reporting  activity  that  results 
from  Customs'  enforcement  efforts.  However,  as  we  previously  reported,  some  Cus- 
toms locations  did  not  effectively  perform  all  of  the  inventory  procedures.  Subse- 
quently, the  Treasury  OIG  reported  in  its  Management  Letter  for  the  Audit  of  Cus- 
toms' Fiscal  Year  1994  Financial  Statements  (OIG-95-130,  Sept.  29,  1995)  that  Cus- 
toms performed  another  inventory  in  September  1994.  While  less  severe  than  the 
problems  found  in  the  February  1994  inventory,  this  second  inventory  also  identified 
significant  errors  in  recorded  quantities  and  values  of  seized  property. 

Customs  also  had  undertaken  significant  efforts  to  strengthen  safeguards  at  its 
storage  locations.  Specifically,  it  had  performed  a  study  and  evaluation  of  the  ade- 
quacy of  its  physical  safeguards  over  seized  property  and  currency  at  21  medium- 
to  high-volume  storage  facilities.  In  addition.  Customs  constructed  new  facilities  in 
two  districts  and  had  plans  for  renovation  at  other  facilities.  However,  OIG  reported 
in  its  audit  of  Customs'  fiscal  year  1994  financial  statements  that  controls  in  place 
for  ensuring  the  integrity  and  safety  of  stored  narcotics  were  not  consistently  fol- 
lowed or  were  not  effective.  Also,  narcotics  and  other  property  used  in  undercover 
operations  were  not  adequately  safeguarded. 

In  our  February  1995  report,  we  stated  that  while  its  efforts  are  commendable, 
Customs  must  establish  and  implement  additional  policies  and  procedures,  such  as 


^The  Marshals  Service  has  94  districts. 
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periodically  summarizing  and  assessing  the  results  of  its  seizure  efforts  and  making 
significant  enhancements  to  its  seized  property  tracking  system  to  ensure  proper  ac- 
countability for  and  stewardship  over  seized  property.  In  addition,  a  significant  and 
sustained  effort  by  Customs  management  would  help  to  ensure  that  established 
policies  and  procedures  and  planned  improvements  are  properly  implemented.  Oth- 
erwise, Customs'  ability  to  report  reliable  financial  information  and  effectively  carry 
out  its  seizure  program  will  continue  to  be  diminished.  Also,  tons  of  illegal  drugs 
and  millions  of  dollars  in  currency  and  other  property  will  remain  vulnerable  to 
theft  and  misappropriation. 

Property  Management  Consolidation  Efforts  Unsuccessful 

In  addressing  the  issue  of  duplication  of  effort,  one  of  the  provisions  of  the  Anti- 
Drug  Abuse  Act  of  1988  required  the  Attorney  General  and  the  Secretary  of  the 
Treasury  to  develop  and  maintain  a  joint  plan  to  coordinate  and  consolidate 
postseizure  administration  of  property  seized  for  drug-related  offenses.  In  June 
1991,  we  recommended  consolidating  the  management  and  disposition  of  all  noncash 
seized  properties,  designating  the  Marshals  Service  as  the  custodian.  We  estimated 
program  administration  costs  could  be  reduced  11  percent  annually  if  Justice  and 
Customs  consolidated  the  postseizure  management  and  disposition  of  such  items. 
We  estimated  the  savings  on  the  basis  of  fewer  positions  being  needed  if  both  pro- 
grams were  combined  into  one.  We  also  reported  that  consolidation  would  likely  re- 
sult in  lower  contractor  costs  due  to  economies  of  scale.  Independently  operating  in 
the  same  areas  may  result  in  higher  prices  paid  for  services  than  under  a  consoli- 
dated program,  which  may  be  able  to  obtain  lower  vendor  prices  because  of  a  higher 
volume  of  activity.  We  found  this  to  be  true  in  six  locations.^ 

The  Marshals  Service  and  Customs  entered  into  a  memorandum  of  understanding 
in  October  1992  for  a  1-year  small  scale  pilot  consolidation  project  whereby  the  Mar- 
shals Service  managed  and  disposed  of  Customs'  real  property  and  Customs  man- 
aged and  disposed  of  vessels  for  the  Marshals  Service  at  four  districts.  A  total  of 
52  properties  were  involved  in  the  pilot  project,  which  dissolved  at  the  end  of  the 
1-year  period.  In  a  November  28,  1994,  letter,  the  Marshals  Service  reported  the 
costs  and  proceeds  associated  with  the  assets  in  the  pilot  project.  However,  the  re- 
port did  not  contain  a  comparison  of  what  costs  would  have  been  had  the  assets  not 
been  consolidated.  Hence,  there  was  no  way  to  determine  the  effectiveness  of  the 
pilot  project  from  the  information  provided. 

According  to  Justice  and  Treasury,  the  1988  Act  indicated  Congress'  policy  choice 
that  the  executive  branch  conduct  its  asset  forfeited-related  management  and  dis- 
position operations  in  a  unified  manner.  However,  no  changes  in  existing  statutory 
authorities  were  enacted  to  facilitate  compliance  with  the  policy.  According  to  Jus- 
tice, three  Treasury  bureaus  joined  the  Justice  asset  forfeiture  program,  which  con- 
solidated federal  management  and  disposal  of  most  assets  seized  for  judicial  forfeit- 
ure. Justice  believes  that,  because  of  extensive  communication  between  itself  and 
Treasury,  a  formal  joint  plan  to  achieve  consolidation  was  not  necessary.^  Justice 
added  that  complete  consolidation  had  been  impractical  due  to  the  continuance  of 
a  separate  Customs  Fund  and  a  separate  method  of  accomplishing  asset  manage- 
ment and  disposal. 

According  to  both  departments,  the  1992  Act,  which  established  the  Treasury 
Fund,  complicated  the  potential  for  consolidation.  Treasury  said  its  fund  would  pro- 
vide parallel  leadership,  policy,  and  management  structures  for  its  forfeiture  activi- 
ties. Since  the  creation  of  the  Treasury  Fund,  all  Treasury  bureaus  have  joined  Cus- 
toms in  establishing  a  separate,  but  consolidated.  Treasury  property  management 
and  disposal  program,  while  continuing  with  each  agency's  separate  and  unique  sei- 
zure and  forfeiture  authorities.  On  the  basis  of  the  1992  Act  and  the  differences  in 
the  two  methods  of  accomplishing  property  management  and  disposal.  Justice  does 
not  believe  the  development  of  a  formal  plan  is  necessary  or  practical.  Accordingly, 
there  are  no  plans  for  consolidation  of  asset  management  and  disposition  functions. 

We  still  believe  that  consolidation  of  asset  management  and  disposition  functions 
makes  sense  and  is  still  required  even  with  the  passage  of  the  1992  Act.  Both  agen- 
cies seize  similar  types  of  property  that  is  generally  located  in  the  same  geographic 
areas.  However,  under  the  current  operating  structure,  each  agency  maintains  a 
separate  and  distinct  program  for  managing  and  disposing  of  its  property.  Justice, 


■'San  Diego  and  Calexico/El  Centro,  California;  Yuma,  Arizona;  and  McAllen,  Laredo,  and  El 
Paso,  Texas. 

*21  U.S.C.  887  provides  that.  "The  Attorney  General  and  the  Secretary  of  the  Treasury  shall 
take  such  action  as  may  be  necessary  to  develop  and  maintain  a  joint  plan  to  coordinate  and 
consolidate  post-seizure  administration  of  property  seized  under  this  subchapter,  subchapter  II 
of  this  chapter,  or  provisions  of  the  customs  laws  relating  to  controlled  substEinces." 
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through  the  Marshals  Service,  contracts  directly  with  multiple  vendors  for  manage- 
ment services.  Treasury,  through  the  Customs  Service,  has  a  single  nationwide  con- 
tractor that  provides  custodial  services  either  directly  or  through  subcontracts  with 
other  vendors.  Further,  our  June  1991  report  stated  that  costs  could  be  reduced 
through  consolidation.  Neither  Justice  nor  Treasury  has  developed  cost  data  to  show 
whether  benefits  could  or  could  not  be  realized.  In  addition,  the  1988  statute  clearly 
requires  the  Attorney  General  and  the  Secretary  of  the  Treasury  to  develop  and 
maintain  a  joint  plan.  The  statute  permits  the  parties  to  determine  what  action 
should  be  taken  to  carry  out  the  statutory  mandate.  More  recently,  the  House  Ap- 
propriations Committee  stated  in  its  July  19,  1995,  report  that  "the  consolidation 
of  asset  management  and  disposition  functions  of  Justice  and  Treasury  could  ad- 
dress duplication  and  provide  cost  savings  to  the  management  and  disposal  process." 
The  report  added  that  the  Committee  expects  Justice  to  review  the  feasibility  of  con- 
solidating contract  vendors  for  both  the  Marshals  Service  and  Treasury  agencies.^ 

Duplicate  Asset  Forfeiture  Funds  and  Programs 

We  see  areas  of  possible  duplication  between  the  two  funds  and  programs  that 
extend  beyond  property  management  and  disposition  activities,  to  include  forfeiture 
fund  administration  and  management.  The  Treasury  Fund  structure  essentially 
mirrors  that  of  the  Justice  Fund.  Both  funds  have  their  own  management,  oper- 
ations staff,  custodial  agencies  (Customs  and  Marshals  Service),  and  contractors  to 
maintain  and  dispose  of  property.  Although,  the  funds  worked  closely  together  to 
develop  policies  that  minimize  variations  in  forfeiture  procedures  and  operations, 
the  existence  of  two  separate  funds  has  the  potential  for  unnecessary  duplication. 
For  example,  each  department  recently  issued  its  own  set  of  very  similar  program 
guidance. 

Justice  and  Treasury  were  pursuing  consolidation  of  asset  tracking  systems.  Both 
departments  had  agreed  to  develop,  implement,  manage,  operate,  enhance,  and  sup- 
port a  Consolidated  Asset  Tracking  System  (CATS).  CATS  was  intended  to  be  the 
primary  automated  system  for  asset  tracking  and  management  used  by  all  agencies 
participating  in  both  the  Justice  and  Treasury  asset  forfeiture  programs.  However, 
Treasury  now  believes  a  separate  system  is  needed  in  order  for  it  to  meet  Federal 
Government  financial  reporting  requirements.  CATS  was  developed  prior  to  the  is- 
suance of  the  Federal  Accounting  Standards  Advisory  Board's  Statement  of  Federal 
Financial  Accounting  Standards  No.  3  (FASAB  No.  3)  which  requires  the  reporting 
of  certain  seized  property  information.  For  example,  the  statement  requires  federal 
agencies'  financial  statements  to  include  an  analysis  of  change  in  seized  property 
during  the  year,  such  as  the  dollar  value  and  number  of  seized  properties  that  are 
(1)  on  hand  at  the  beginning  of  the  year,  (2)  seized  during  the  year,  (3)  disposed 
of  during  the  year,  and  (4)  on  hand  at  the  end  of  the  year. 

Customs  pointed  out  that  both  the  Treasury  OIG  and  we  reported  that  Customs 
did  not  have  a  sufficient  system  to  account  for  seized  property  from  seizure  until 
final  disposition. 

Accordingly,  Treasury  authorized  Customs  to  develop  a  system  for  all  Treasury 
agencies — Seized  Asset  and  Case  Tracking  System  (SEACATS).  While  Treasury  rec- 
ognized that  CATS  could  be  modified  to  meet  the  financial  reporting  requirements, 
it  believes  that  developing  a  new  system  to  meet  the  requirements  would  be  pref- 
erable. For  example,  on  July  5,  1995,  IRS  informed  Justice  that  CATS  does  not  ad- 
dress its  needs  and  requirements  and  any  future  participation  will  depend  on 
whether  or  not  an  electronic  bridge  can  be  established  between  IRS'  tracking  system 
and  CATS. 

Improved  Guidance  for  the  Use  of  Shared  Assets 

Continuing  the  consolidation  theme,  in  July  1992,  we  concluded  that  because 
State  and  local  law  enforcement  agencies  often  see  the  Justice  and  Customs  asset 
sharing  programs  as  one,  the  programs  should  have  the  same  guidelines,  with  the 
same  interpretations  of  appropriate  asset  use.i°  Officials  in  some  State  and  local 
agencies  found  the  guidance  vague  and  confusing,  with  Justice  and  Customs  allow- 
ing different  uses  of  shared  proceeds  despite  having  similar  program  policies.  We 
recommended  that  Justice  and  Customs  issue  joint  guidelines  for  asset  sharing  with 
clear,  specific  definitions  for  concepts  such  as  "law  enforcement  purposes"  and  "sup- 
planting of  resources." 


^Departments  of  Commerce,  Justice,  and  State,  The  Judiciary,  and  Related  Agencies  Appro- 
priations Bill,  Fiscal  Year  1996,  H.R.  Rep.  No.  104-196,  104th  Cong.,  1st  Sess.  20  (1995). 

^° Asset  Forfeiture:  Improved  Guidance  Needed  for  Use  of  Shared  Assets  (GAO/GGD-92-115, 
July  16.  1992) 
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To  date,  joint  guidelines  have  not  been  issued.  However,  Treasury  and  Justice  is- 
sued separate  sets  of  revised  and  mutually  agreeable  asset-sharing  guidance  in  Oc- 
tober 1993  and  March  1994,  respectively.  The  clarified  guidance  is  intended  to  sig- 
nificantly reduce  State  and  local  law  enforcement  agency  confusion  about  appro- 
priate uses  of  shared  assets  and  should  lead  to  fewer  improper  uses  of  assets. 

Further  Action  Needed 

As  we  have  reported,  Justice  and  Treasury  have  made  many  improvements  to 
their  asset  forfeiture  programs  over  the  years.  However,  enhancements  to  seized 
property  tracking  systems  and  development  and  implementation  of  additional  poli- 
cies and  procedures  are  needed  to  help  ensure  adequate  accountability  and  steward- 
ship over  seized  property.  In  addition,  continued  oversight  will  be  required  to  ensure 
that  existing  policies  and  procedures  and  planned  improvement  efforts  are  properly 
implemented.  The  Subcommittee's  hearing  today  demonstrates  the  need  for  active 
oversight  in  the  area  of  asset  forfeiture.  We  will  continue  to  monitor  seized  property 
management  activities. 

Possible  duplication  of  resources  within  the  two  forfeiture  funds  and  programs  is 
of  particular  interest  in  light  of  budget  constraints.  Therefore,  we  continue  to  believe 
that  Justice  and  Treasury  should  aggressively  pursue  options  for  efficiency  gains 
through  consolidation. 

Mr.  Chairman,  this  concludes  my  prepared  statement.  My  colleagues  and  I  would 
be  pleased  to  answer  any  questions. 

Related  GAO  Products 

High-Risk  Series:  Asset  Forfeiture  Programs  (GAO/HR-95-7,  Feb.  1995). 

Financial  Audits:  CFO  Implementation  at  IRS  and  Customs  (GAO/T-AIMD-94-164, 
July  28,  1994). 

Restitution,  Fines,  and  Forfeiture:  Issues  for  Further  Review  and  Oversight  (GAO/ 
T-GGD-94-178,  June  28,  1994). 

Financial  Audit:  Examination  of  Customs'  Fiscal  Year  1993  Financial  Statements 
(GAO/AIMD-94-119,  June  15,  1994). 

Financial  Management:  Customs'  Accountability  for  Seized  Property  and  Special  Op- 
eration Advances  Was  Weak  (GAO/AIMD-94-6,  Nov.  22,  1993). 

Financial  Management:  First  Financial  Audits  of  IRS  and  Customs  Revealed  Seri- 
ous Problems  (GAO/T-AIMD-93-3,  Aug.  4,  1993). 

Financial  Audit:  Examination  of  Customs'  Fiscal  Year  1992  Financial  Statements 
(GAO/AIMD-93-3,  June  30,  1993). 

High-Risk  Series:  Asset  Forfeiture  Programs  (GAO/HR-93-17,  Dec.  6,  1992). 

Tax  Administration:  IRS's  Management  of  Seized  Assets  (GAO/T-GGD-92-65,  Sept. 
24,  1992). 

Asset  Forfeiture:  Improved  Guidance  Needed  for  Use  of  Shared  Assets  (GAO/GGD- 
92-115,  July  16,  1992). 

Asset  Forfeiture:  U.S.  Marshals  Service  Internal  Control  Weaknesses  Over  Cash  Dis- 
tributions (GAO/GGD-92-59,  May  8,  1992). 

Asset  Forfeiture:  Customs  Reports  Improved  Controls  Over  Sales  of  Forfeited  Prop- 
erty (GAO/GGD-91-127,  Sept.  25,  1991). 

Asset  Forfeiture:  Noncash  Property  Should  Be  Consolidated  Under  the  Marshals 
Service  (GAO/GGD-91-97,  June  28,  1991). 

Asset  Forfeiture:  Need  for  Stronger  Marshals  Service  Oversight  of  Commercial  Real 
Property  (GAO/GGD-91-82,  May  31,  1991). 

Asset  Forfeiture:  Opportunities  for  Savings  Through  Program  Consolidation  (GAO/ 
T-GGD-91-22,  Apr.  25,  1991). 

Asset  Forfeiture:  Opportunities  to  Improve  Program  Administration  (GAO/T-GGD- 
91-16,  Mar.  13,  1991). 

Oversight  Hearings  on  Asset  Forfeiture  Programs  (GAO/T-GGD-90-56,  July  24, 
1990). 

Asset  Forfeiture:  Legislation  Needed  to  Improve  Cash  Processing  and  Financial  Re- 
porting (GAO/GGD-90-94,  June  19,  1990). 

Asset  Forfeiture:  Helping  Finance  the  War  on  Drugs  (GAO/GGD-90-01VR,  Oct. 
1989). 

Profitability  of  Customs  Forfeiture  Program  Can  Be  Enhanced  (GAO/T-GGD-90-1, 
Oct.  10,  1989). 

Asset  Forfeiture:  An  Update  (GAO/T-GGD-89-17,  Apr.  24,  1989). 

Asset  Forfeiture  Programs:  Progress  and  Problems  (GAO/T-GGD-88-41,  June  23, 
1988). 

Asset  Forfeiture  Programs:  Corrective  Actions  Underway  But  Additional  Improve- 
ments Needed  (GAO/T-GGD-88-16,  Mar.  4,  1988). 
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Seized  Conveyances:  Justice  and  Customs  Correction  of  Previous  Conveyance  Man- 
agement Problems  (GAO/GGD-88-30,  Feb.  3,  1988).  _,  ^  ,,.,r.^  ^r-r^ 

Real  Property  Seizure  and  Disposal  Program  Improvements  Needed  ((jAUaI-UUU- 
87-28,  Sept.  25,  1987).  ^  ,^  ,.    .^a^^/ 

Asset  Forfeiture  Funds:  Changes  Needed  to  Enhance  Congressional  Oversight  (CiAO/ 
T-GGD-87-27,  Sept.  25,  1987). 

Millions  of  Dollars  in  Seized  Cash  Can  Be  Deposited  Faster  (GAO/T-GGD-87-7, 

Drug  Enforcement  Administration's  Use  of  Forfeited  Personal  Property  (GAO/GGD- 
87-20,  Dec.  10,  1986).  ,  ^,  ,^      . 

Customs'  Management  of  Seized  and  Forfeited  Cars,  Boats,  and  Planes  (Testimony, 
Apr.  3,  1986). 

Improved  Management  Processes  Would  Enhance  Justice's  Operations  (GAO/GGD- 
86-12,  Mar.  14,  1986).  ,      ,j  o        ., 

Better  Care  and  Disposal  of  Seized  Cars,  Boats,  and  Planes  Should  Save  Money  and 
Benefit  Law  Enforcement  (GAO/PLRD-83-94,  July  15,  1983). 

Asset  Forfeiture:  A  Seldom  Used  Tool  in  Combatting  Drug  Trafficking  (GAO/GGD- 
81-51,  Apr.  10,  1981). 

Drugs,  Firearms,  Currency,  and  Other  Property  Seized  by  Law  Enforcement  Agen- 
cies: Too  Much  Held  Too  Long  (GAO/GGD-76-105,  May  31,  1977). 


PREPARED  STATEMENT  OF  JAMES  LISOWSKI 

My  name  is  James  F.  Lisowski,  Sr.,  and  I  am  an  attorney  at  law  licensed  to  prac- 
tice in  the  States  of  Nevada,  Arkansas  and  Wisconsin.  I  am  the  sole  shareholder 
of  the  Lisowski  Law  Firm,  Chtd.,  which  consists  of  myself,  three  (3)  associate  attor- 
neys and  six  (6)  staff  employees.  Our  firm's  primary  practice  is  in  the  area  of  rep- 
resentation of  Bankruptcy  Trustees,  Gaming  Law  and  Commercial  Litigation.  I  first 
met  Harry  J.  Richard  on  or  about  March  10,  1992.  Mr.  Richard  had  just  been  hired 
as  the  new  General  Manager  of  a  Las  Vegas  casino  in  Chapter  11  Bankruptcy  pro- 
ceeding. The  casino  was  closed  by  Order  of  the  Bankruptcy  Court  at  the  end  of  June 
of  1992.  Mr.  Richard  lost  his  job.  Throughout  the  months  of  August,  September  and 
October  of  1992,  Mr.  Richard  spent  his  time  hanging  around  my  downtown  law  of- 
fice on  an  almost  daily  basis.  Mr.  Richard  would  come  in  for  an  hour  or  two  each 
day  and  make  telephone  calls. 

Around  August  of  1992,  I  was  informed  that  the  United  States  Marshals  Service 
was  looking  for  a  Successor  Trustee  for  their  seized  interest  in  the  Bicycle  Club.  A 
colleague  and  I  informed  Mr.  Richard  about  the  job  opportunity  as  he  was  currently 
unemployed. 

After  applying  for  the  job,  Mr.  Richard  asked  me  to  help  prepare  him  for  the  job 
interview.  I  spent  some  time  explaining  to  Mr.  Richard  what  a  Bankruptcy  Trustee's 
duties  and  responsibilities  were,  as  representing  Bankruptcy  Trustees  and  serving 
as  a  Trustee  were  my  main  areas  of  legal  endeavor.  I  also  gave  Mr.  Richard  several 
books  to  read,  including  the  Bankruptcy  Code  and  the  Trustee's  Manual. 

In  October  or  November  of  1992,  Mr.  Richard  interviewed  for  the  job  and  I  did 
not  hear  from  him  again  until  approximately  early  February  of  1993.  I  later  learned 
from  representatives  of  the  United  States  Marshals  Service  that  Mr.  Richard  had 
not  been  their  first  choice  for  the  position.  Their  first  choice  had  decided  not  to  take 
the  job.  Backed  into  a  corner,  the  decision  was  made  by  the  government  to  go  with 
Mr.  Richard,  who  was  appointed  by  Court  Order,  docketed  on  March  28,  1993.  After 
his  appointment  I  was  retained  by  Mr.  Richard  as  his  attorney. 

On  or  about  March  30,  1993,  I  made  my  first  trip  to  the  Bicycle  Club  with  Mr. 
Richard.  This  is  also  where  I  first  met  Mr.  Atherton.  On  this  initial  visit  to  the 
Club,  I  began  examining  certain  documents  relating  to  the  Club's  formation  and 
legal  standing.  Through  this  examination  I  learned  that  the  Bell  Gardens  Bicycle 
Club  Joint  Venture  was  owned  65  percent  by  the  LCP  Limited  Partnership  and  35 
percent  by  Park  Place  Associates  Limited  Partnership.  The  Court  Order  further  in- 
formed me  that  the  government  had  seized  approximately  56  percent  of  LCP,  giving 
them  the  controlling  interest  in  the  Bicycle  Club.  At  one  point,  I  found  a  reference 
to  a  possible  amendment  to  the  LCP  Limited  Partnership  Agreement.  I  called  Vir- 
ginia Buckles,  who  was  the  United  States  Marshals  Service's  attorney  at  the  time. 
Despite  the  fact  that  the  United  States  Marshals  Service  had  seized  their  portions 
of  the  Club  some  3  years  ago,  Ms.  Buckles  indicated  that  she  had  never  bothered 
to  read  the  document.  Apparently,  neither  she,  nor  anyone  else  involved  in  the  case, 
had  ever  read  this  document,  the  Joint  Venture  Agreement,  the  Park  Place  Associ- 
ates Limited  Partnership  Agreement,  and  most,  if  not  all,  of  the  prior  Court  rulings. 
From  what  transpired  in  that  first  week,  and  the  weeks  to  follow,  I  easily  formed 


71    . 

the  opinion  that  no  one  within  the  government  had  any  clue  as  to  what  was  going 
on  with  this  asset  with  the  exception  of  Marshal  Craig  Meacham. 

During  this  first  week,  I  also  reviewed  a  report  commissioned  for  the  government 
by  the  accounting  firm  of  Levanthol  &  Horwith.  The  lengthy  Levanthol  report  raised 
some  striking  questions  regarding  employees  being  paid  but  not  working  for  the  ca- 
sino, lack  of  cash  reporting  controls,  lack  of  cage  and  cash  management  controls, 
and  a  suspicious  credit  policy.  Reading  the  report,  I  also  formed  the  opinion  that 
Levanthol  was  telling  the  government  that  they  had  some  alleged  serious  problems 
with  the  current  management  potentially  involving  the  skimming  of  profits  and  loan 
sharking.  Other  problems,  sucn  as  a  number  of  suspected  drug  dealers  frequenting 
the  property  and  alleged  skimming  of  the  tip  pool  were  also  brought  to  my  attention 
this  first  week.  I  forwarded  these  findings  to  the  United  States  Marshals  Service 
and  to  Mr.  Richard.  To  my  knowledge,  no  government  action  was  ever  taken  on 
these  findings. 

In  approximately  late  May  or  early  June  of  1993,  Mr.  Richard  and  I  were  sum- 
moned to  a  meeting  at  the  United  States  Marshals  Service's  Office  in  Los  Angeles. 
It  was  first  suggested  at  this  meeting  that  Mr.  Richard  be  the  one  to  sell  the  govern- 
ment's interest  in  the  Club.  I  immediately  wondered  to  myself  how  was  Mr.  Richard, 
with  no  experience  in  selling  casinos,  no  staff,  no  office,  no  telephone  lines,  and  no 
ability  to  market  the  property,  going  to  sell  a  $30-35  million  asset?  I  had  already 
come  to  learn  that,  as  with  all  other  matters  concerning  the  Club,  if  Tom  Atherton 
or  myself  did  not  do  it,  it  wasn't  going  to  get  done.  Still,  because  I  was  relatively 
new  to  the  case,  I  adopted  a  wait  and  see  attitude.  I  firmly  believed  that  someone 
higher  up  in  the  government  would  realize  the  impracticality  of  having  Mr.  Richard 
sell  the  government's  interest. 

Shortly  thereafter  the  government  took  the  position  that  Mr.  Richard  should  as- 
sume the  role  as  General  Partner  of  LCP  and  Administrative  Officer  of  the  Club. 
For  one  reason,  I  did  not  feel  that  Mr.  Richard  was  particularly  suited  to  this  role, 
for  another  I  thought  it  might  present  some  conflict  problems  for  Mr.  Richard  and 
the  government  and  lastly,  I  wondered  about  Mr.  Richard's  lack  of  time  commitment 
to  the  job  and  how  much  more  work  would  fall  on  Tom  Atherton  and  my  shoulders. 
My  time  commitment  and  legal  fees  were  already  way  out  of  proportion  to  what  I 
was  originally  led  to  believe.  Nevertheless,  Mr.  Richard  and  the  United  States  Mar- 
shals Service  kept  assuring  me  of  pa3Tnent  for  my  services  and  never  questioned 
a  single  bill  I  submitted  to  them.  Mr.  Richard  was  subsequently  appointed  General 
Partner  and  Administrative  Officer  after  a  Court  hearing  held  on  November  23, 
1993.  As  an  aside,  I  felt  Marshal  Meacham  was  the  only  government  official  who 
had  a  grasp  on  this  case  and  knew  what  was  really  going  on.  Meacham  privately 
conveyed  to  me  his  feelings  concerning  Mr.  Richard's  lack  of  ability  and  commitment 
to  the  job  and  asked  that  I  keep  an  eye  on  Mr.  Richard  and  get  as  involved  as  I 
could  in  what  was  going  on.  After  Meacham  left.  Marshal  Tim  Miller,  his  assistant, 
had  primary  responsibility  for  the  government's  interest  and  had  no  support  from 
anyone.  The  real  breakdown  of  this  whole  case  can,  in  large  part,  be  attributed  to 
Meacham's  departure  and  the  formation  of  the  so-called  "Government  Management 
Group"  (hereinafter  referred  to  as  "GMG")  to  replace  him. 

I  was  repeatedly  informed  that  the  "GMG's"  primary  function  was  oversight  of  the 
sale  of  the  government's  interest  which,  by  this  time,  they  had  held  for  nearly  4 
years.  Over  the  next  several  months,  however,  little,  if  anjdhing,  was  done  to  ad- 
vance a  sale  of  the  government's  interest,  despite  the  fact  that  Mr.  Richard  had 
Court  authority  to  do  so  and  a  Court  approved  budget.  In  an  effort  to  get  the  sale 
moving,  and  with  Court  approval,  an  Administrative  Assistant  to  Mr.  Richard  was 
put  on  my  payroll,  telephone  lines  were  installed  in  my  office  for  Mr.  Richard's  use, 
and  Mr.  Richard  was  given  file  room  and  office  space  in  my  office.  Mr.  Richard 
never  had  an  office,  office  staff,  office  equipment  or  secretary  at  any  other  location, 
and  used  all  of  these  things  at  my  office.  From  what  I  observed,  there  was  little 
or  no  effort  put  into  the  sale  or  little  or  no  plan  to  sell  the  interest  by  anyone  in 
the  government.  Everyone  from  the  government's  side,  including  Mr.  Richard,  ap- 
peared to  have  their  own  agenda  with  regards  to  the  sale,  which  made  any  sale  a 
near  impossibility.  The  clearest  example  of  this  occurred  in  February  of  1994.  At 
that  time  an  Assistant  United  States  Attorney  sent  armed  Internal  Revenue  Service 
C.I.D.  agents  to  seize  my  office,  go  through  my  files,  and  question  my  attorneys  and 
staff.  To  my  knowledge  this  Assistant  United  States  Attorney  had  no  authority  from 
anyone  to  do  this  and  acted  on  his  own  authority.  This  Assistant  United  States  At- 
torney further  threatened  me  with  disbarment  and  Mr.  Richard  with  indictment  if 
we  didn't  "straighten  up."  The  agents  refused  to  leave  my  office  and  were  only  called 
off  when  Marshal  Craig  Meacham  intervened. 

In  late  May  or  early  June  of  1994,  Mr.  Richard  contacted  me  regarding  some  po- 
tential buyers  for  the  government's  interest  in  the  Club.  I  was  routinely  tasked  by 
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Mr.  Richard  with  working  through  the  mechanics  of  an  offer  from  potential  pur- 
chasers. On  a  Saturday  morning  in  late  May  or  early  June  of  1994,  Mr.  Richard 
brought  his  potential  purchasers  to  my  offices  in  Las  Vegas.  Present  at  this  meetmg 
were  Mr.  Richard,  Fred  Doumani,  Joseph  Cusamano,  myself  and  I  believe  a  fifth 
person  who  was  never  introduced  and  said  nothing  in  the  meeting.  The  purpose  of 
.the  meeting  was  to  structure  a  contract  for  Doumani's  group  to  buy  the  govern- 
ment's interest.  Prior  to  the  time  I  had  ever  represented  Mr.  Richard,  he  had  fre- 
quently bragged,  to  anyone  who  would  listen,  of  his  association  with  Mr.  Cusamano, 
how  they  played  tennis  on  a  weekly  basis,  went  out  to  dinner  together,  and  fre- 
quently met  for  bagels.  I  was  also  aware  of  Mr.  Cusamano's  background  from  news- 
paper stories  and  the  fact  that  I  knew  he  was  "black-booked"  in  Nevada.  Mr. 
Doumani's  name  had  previously  come  up  as  being  the  target  of  a  potential  indict- 
ment involving  the  bankruptcy  and  sale  of  the  Tropicana  Hotel  a  few  years  earlier. 
Mr.  Doumani  was,  in  fact,  later  indicted. 

The  Doumani  Group  subseauently  made  an  offer  to  purchase  the  government's  in- 
terest that  was  presented  oy  Mr.  Richard.  At  approximately  the  same  time 
Doumani's  offer  was  presented,  the  government  received  several  other  offers.  The 
government,  having  no  sales  plan  in  place  and  not  knowing  how  to  treat  the  offers, 
scheduled  a  meeting  of  the  "GMG"  with  Mr.  Richard  and  myself  at  a  small  hotel 
just  outside  the  Dallas-Ft.  Worth  airport  for  July  12-13,  1994.  I  was  also  instructed 
by  the  "GMG"  to  bring  one  of  my  legal  secretaries  to  the  meeting  for  purposes  of 
typing.  On  July  12th  of  1994,  Mr.  Richard  and  I  met  with  the  "GMG  to  discuss 
the  offers.  Mr.  Richard  opened  each  envelope  he  received  and  explained  the  relative 
merits  of  each  offer. 

Almost  all  of  the  offers  Mr.  Richard  presented  were  in  the  $1  million  per  point 
range.  After  opening  the  offers  and  answering  questions,  Mr.  Richard  and  I  were 
excused  from  the  room  and  the  "GMG"  conducted  their  meeting  which  lasted  several 
hours. 

Some  time  later  that  afternoon,  Mr.  Richard  and  I  were  summoned  back  to  the 
room  and  informed  by  Mr.  Joseph  Ilk,  a  Marshal  Service  employee,  that  the 
Doumani  offer  had  been  selected  as  the  winning  bid  and  was  far  and  away  better 
than  any  other  offer.  Mr.  Ilk  immediately  went  to  the  phone  and  called  the  United 
States  Marshals  Service  in  Washington  to  tell  them  they  had  an  offer  that  had  been 
accepted. 

To  say  the  least,  I  was  in  a  state  of  shock  for  the  rest  of  the  afternoon  and  was 
generally  unresponsive  for  the  rest  of  the  meeting.  I  wondered  if  Mr.  Richard  had 
said  anything  to  the  government  about  the  offer?  Shouldn't  the  government  have 
at  least  reviewed  who  the  principals  were  before  announcing  a  winning  bidder,  par- 
ticularly in  light  of  the  history  of  the  Club?  Why  had  the  government  chosen  to  pro- 
ceed this  way  without  any  general  advertising  or  solicitation? 

Later  that  evening  I  was  standing  outside  by  the  pool  under  a  canopy  and  watch- 
ing a  typical  July  Texas  thunderstorm.  Mr.  Miller  had  also  come  outside  for  a  ciga- 
rette. In  the  presence  of  Mr.  Miller  and  Mr.  Richard,  I  informed  Mr.  Miller  that  the 
winning  bidders  had  a  "colorful  background"  and  that  it  might  be  wise  to  check  on 
the  principals  before  making  an  announcement.  Miller  informed  me  that  Ilk  had  al- 
ready told  Washington  that  the  Marshals  Service  had  an  accepted  Letter  of  Intent. 

After  my  discussion  with  Mr.  Miller  the  "GMG"  began  scrambling  to  find  another 
acceptable  offer  in  the  group  that  had  been  submitted.  An  offer  submitted  by  an  at- 
torney for  one  of  the  non-government  LCP  partners  was  ultimately  selected. 

In  late  July,  Joe  Ilk  called  and  stated  that  he  now  wanted  to  run  an  ad  in  the 
Wall  Street  Journal  advertising  the  sale  of  the  Club.  When  I  questioned  this  strange 
request,  Mr.  Ilk  stated  that  the  government  "needed  to  cover  its  butt"  by  making 
a  general  solicitation. 

The  Wall  Street  Journal  ad  did  not  even  mention  the  property.  The  telephone 
number  placed  in  the  ad  was  Mr.  Richard's  number  in  my  office.  The  day  of  the 
ad  and  all  of  the  entire  next  week  my  staff  did  nothing  but  take  phone  calls  regard- 
ing the  ad.  No  one  from  the  Marshals  Service,  or  Mr.  Richard,  was  anywhere  to  be 
seen.  The  ad  gave  potential  buyers,  who  knew  nothing  of  the  property,  only  10  days 
to  gather  information,  ask  questions,  line  up  financing,  and  submit  a  bid.  No  one 
of  course  could  do  it  in  that  amount  of  time.  My  office  was  paralyzed  as  we  sent 
out  over  70  packages,  approximately  4—6  inches  thick  of  documents,  via  federal  ex- 
press, next  day  delivery.  It  was  one  of  the  most  incredible  wastes  of  time  and  money 
(over  $55,000.00)  I  had  ever  seen.  No  one  in  the  "GMG,"  or  Mr.  Richard,  seemed 
to  mind,  however,  as  it  was  not  their  time  and  money. 

During  the  time  that  offers  were  being  submitted  I  received  several  reports  from 
potential  offerers  that  Mr.  Richard  was  actively  soliciting  continued  employment 
with  any  potential  new  owner(s).  The  government  later  insisted  that  Mr.  Richard 
agree  to  spend  no  more  than  6  months  with  any  new  buyer.  Mr.  Richard's  strategy 
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in  who  to  sell  the  Club  to  now  undertook  a  new  direction.  He  would  look  for  a  buyer 
with  other  gaming  or  corporate  interests  outside  the  Bicycle  Club  and  be  hired  in 
that  capacity  by  the  successful  purchaser. 

Throughout  the  next  few  months,  I  constantly  reminded  the  government  that 
there  was  much  to  be  done  in  terms  of  progressing  with  the  sale.  The  government, 
however,  took  no  action  at  all  to  bring  the  sale  to  a  head  and  seemed  content  with 
being  able  to  tell  everyone  they  "had  a  buyer."  My  concerns  with  the  sale  dealt  with 
the  fact  that  there  was  no  progress  towards  a  definitive  contract  and  no  one  had 
showed  any  money.  I  once  again  doubted  the  sincerity  of  the  government  to  sell  the 
Club. 

In  May  of  1994,  a  meeting  with  the  LCP  partners  was  conducted  regarding  the 
management  situation  at  the  Club.  The  non-government  partners  were  fed  up  with 
Mr.  George  Hardie,  the  former  General  Manager  of  the  Club,  and  all  of  the  allega- 
tions swirling  around  him.  The  partners  unanimously  voted  to  have  Mr.  Richard  Pile 
a  motion  with  the  Court  to  remove  Mr.  Hardie  as  General  Manager.  After  this  meet- 
ing, I  filed  the  Motion  to  remove  Hardie. 

Hardie  agreed  to  resign  as  General  Manager  rather  than  be  removed.  The  Mar- 
shals Service  still  insisted,  however,  that  Hardie  receive  a  consulting  contract 
worth,  in  my  opinion,  over  $350,000.00  annually  for  which  Hardie  did  virtually 
nothing. 

Upon  the  resignation  of  Mr.  Hardie,  Mr.  Richard  was  elevated  by  the  Marshals 
Service  to  the  additional  position  of  General  Manager  of  the  Club,  which  he  held 
until  February  1,  1995,  at  which  time  Steve  Kuypers  was  elevated  to  the  position 
of  General  Manager.  Mr.  Kuypers  did  an  admirable  job,  but  eventually  resigned  to 
take  another  position  in  fear  of  possible  repercussions  to  him. 

Some  of  Mr.  Kuyper's  concerns  involved  a  great  deal  of  money  going  to  the  Club's 
so-called  political  consultant.  Mr.  Richard  would  directly  instruct  Mr.  Kuypers  or 
another  Club  employee  to  write  out  huge  checks  to  the  Club's  political  consultant 
with  no  explanation  of  what  the  money  was  for,  except  that  it  was  to  fight  other 
card  club  initiatives.  Despite  Mr.  Kuyper's  and  Tom  Atherton's  urgings,  no  back-up 
information  was  ever  provided  on  the  money  that  went  to  the  political  consultant. 
To  my  knowledge  and  belief,  this  sum  was  well  in  excess  of  $1  million. 

A  final  consideration  for  Mr.  Kuypers  was  the  "no  win"  situation  Mr.  Richard  had 
placed  him  in.  Mr.  Richard  spent  very  little  actual  time  at  the  Club  (probably  less 
than  2  full  days  a  week  at  this  time  in  my  estimation)  and  even  spent  far  less  "qual- 
ity time",  than  this  on  the  job.  Mr.  Kuypers  expressed  his  frustration  with  the  fact 
Mr.  Richard  never  made  decisions,  always  disappeared  when  anything  unpleasant 
had  to  be  done  (like  firings),  never  would  bother  to  take  the  time  to  replace  key  em- 
ployees; wanted  none  of  the  responsibility,  but  yet  would  take  credit  for  everyone 
else's  accomplishments;  and  lacked  any  loyalty  to  anyone  but  himself  After  Mr. 
Kuypers  left,  Tom  Atherton  became  the  General  Manager.  Mr.  Atherton  did  a  com- 
mendable job,  but  encountered  the  same  problems  as  did  Mr.  Kuypers. 

In  June  of  1995,  the  State  of  California  issued  a  Complaint  against  the  former 
General  Manager  alleging  various  criminal  activities  by  him  at  the  Club  and  seek- 
ing the  revocation  of  his  gaming  license.  The  accusations  presented  were  much  the 
same  allegations  that  had  been  told  to  the  government  repeatedly  by  myself  and 
others.  The  State  even  allegedly  had  an  Affidavit  from  federally  convicted  loan 
shark  and  extortionist,  Hollman  Cheung,  that  stated  that  Mr.  Hardie  had  been  part 
and  parcel  of  an  11  million  dollar  scheme  and  loan  sharking  campaign  at  the  Club. 
Despite  the  fact  that  Mr.  Cheung  was  a  federal  prisoner  and,  as  part  of  his  reduced 
sentencing,  had  agreed  to  provide  this  information,  the  Federal  Government  still 
took  no  action  against  Mr.  Hardie  and,  in  fact,  never  revealed  this  fact  to  anyone 
on  the  civil  side  of  this  case. 

In  June  of  1995,  Mr.  Kenneth  Holecko  was  appointed  the  new  head  of  seized  as- 
sets. I  had  been  informed  that  Mr.  Holecko's  first  act  was  to  fly  to  Los  Angeles  and 
meet  with  Mr.  Hardie  and  his  attorneys.  Ilk  later  told  me  that  after  this  meeting 
Mr.  Holecko  drafted  a  letter  firing  Mr.  Richard  as  the  Successor  Trustee.  I  further 
learned  from  a  third-party  that  Mr.  Holecko  then  met  with  Mr.  Richard,  but  was 
persuaded  by  Mr.  Richard  not  to  fire  him  based  on  his  willingness  to  give  me  up, 
which  Holecko  felt  would  pacify  Hardie,  as  I  was  always  viewed  as  Hardie's  main 
antagonist.  From  the  time  he  was  appointed,  Mr.  Holecko  never  spoke  to  me,  either 
by  telephone,  in  person,  or  even  by  letter  until  an  October  1995  meeting.  Upon  in- 
formation and  belief,  Mr.  Richard  began  having  clandestine  meetings  with  Holecko 
and  other  members  of  the  Marshals  Service,  to  which  I  was  not  invited,  to  work  out 
the  mechanics  of  repairing  the  relationship  between  Hardie  and  the  government. 

On  September  12-13  of  1995,  I  was  summoned  to  Washington,  D.C.,  on  2  day's 
notice.  Present  at  this  meeting  was  the  "GMG",  Mr.  Holecko  and  his  2  new  attor- 
neys, along  with  a  woman  who  was  supposed  to  be  in  charge  of  handling  the  inves- 
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tigation  of  the  Senate  Permanent  Subcommittee  on  Investigations.  It  was  at  this 
meeting  that  I  was  instructed  by  Mr.  Holecko  to  file  a  pleading  with  the  Court  seek- 
ing permission  for  Mr.  Richard  to  hire  an  investment  banker. 

I  immediately  protested  this  request  based  on  the  fact  that  I  knew  nothing  of 
what  had  transpired  involving  the  investment  banker  and  based  on  the  fact  that 
Holecko  wanted  me  to  represent  to  the  Court  "that  the  Club  would  be  sold  within 
60  to  90  days  of  the  investment  banker  being  hired.  I  explained  to  Mr.  Holecko  that 
this  was  lunacy  in  that  it  would  take  any  investment  banker  longer  than  that  just 
to  do  its  due  diligence. 

Mr.  Holecko  continued  to  insist  that  I  make  this  representation  to  the  Court  along 
with  several  others  that  I  had  no  knowledge  of  or  that  I  knew  were  not  true.  I  told 
Mr.  Holecko  that  I  would  not  lie  or  mislead  the  Court  for  him,  Mr.  Richard  or  any- 
one else.  Holecko  then  told  me  if  I  wasn't  going  to  be  a  team  player  then  they  would 
get  someone  else  who  was. 

After  this  meeting,  I  knew  my  days  representing  Mr.  Richard  were  over  as  Mr. 
Richard  was  apparently  willing  to  say  or  do  anything  Holecko  told  him  to  iceep  his 
job.  When  the  investigators  from  the  Senate  Subcommittee  came  to  visit  the  Club, 
Mr.  Richard  was  instructed  to  make  sure  I  was  not  present.  In  early  November 
1995,  after  returning  from  one  more  Washington  meeting  with  Mr.  Holecko,  Mr. 
Richard  sent  me  a  short  letter  stating  that  I  no  longer  represented  Mr.  Richard  or 
the  Bicycle  Club.  I  have  been  threatened  by  Mr.  Holecko  about  my  speaking  to  the 
media,  or  any  member  of  this  Subcommittee.  The  Marshals  Service,  especially  Mr. 
Holecko,  has  continued  to  try  to  investigate  my  representation  of  the  Club  to  come 
up  with  something  to^use  against  me  in  an  attempt  to  either  intimidate  or  discredit 
me. 

It  is  my  fond  hope  that  your  Subcommittee  will  thoroughly  investigate  the  activi- 
ties of  Mr.  Richard  and  the  government  employees  involved  in  this  case  as  there 
is  probably  much  more  of  which  1  am  not  aware.  Hopefully,  my  testimony  will  shed 
some  light  on  what  I  believe  to  have  been  the  rather  suspect  involvement  of  the  De- 
partment of  Justice  and  the  United  States  Marshals  Service  in  the  California  Ca- 
sino Card  Club  Industry. 


PREPARED  STATEMENT  OF  THOMAS  ATHERTON 

My  name  is,  Tom  Atherton,  and  I  am  currently  the  general  manager  of  the  Bicy- 
cle Club.  Prior  to  this,  I  was  the  financial  advisor  to  Mr.  Richard,  the  federal  trust- 
ee. I  was  originally  contacted  by  Mr.  Richard  in  February  1993  to  be  his  financial 
advisor  if  and  when  he  become  the  Trustee  for  the  Bicycle  Club.  I  knew  Mr.  Richard 
because  we  had  worked  together  at  the  San  Remo  Hotel  and  Casino  in  Las  Vegas. 
I  am  a  CPA  and  possess  over  15  years  experience  in  the  gaming  business.  Most  po- 
sitions were  in  the  financial  area  and  I  have  also  worked  for  the  Nevada  Gaming 
Control  Board. 

I  had  at  one  point  been  one  of  "Mr.  Richard's  people"  but  was  very  quickly  sold 
out  by  him  and  the  government  to  protect  their  own  self  interests.  This  may  sound 
a  little  paranoid,  but  I  am  well  aware  that  I  am  destined  to  become  the  person  upon 
whom  the  governments  mismanagement  and  ineptitude  are  blamed  upon.  My  only 
hope  is  that  their  efforts  to  get  rid  of  me  do  not  result  in  the  total  destruction  of 
my  reputation  and  career  in  the  gaming  industry.  I,  like  most  of  the  Club's  manage- 
ment, am  just  a  minor  character  in  the  government's  "power  play"  and  hardly  worth 
the  extreme  efforts  they  have  taken  to  remove  me. 

I  initially  agreed  to  speak  with  your  staff  at  the  request  of  a  club  partner  and 
subsequently  decided  to  address  you  to  make  you  aware  of  the  adverse  impact  the 
government's  control  of  the  club  has  had  on  its  employees,  management,  partners, 
the  City  of  Bell  Gardens  and  all  others  the  Club  provides  a  livelihood  to. 

Originally,  the  government  takeover  of  the  Club  was  viewed  by  many,  myself  in- 
cluded, as  a  good  thing.  We  intended  to  eliminate  all  illegal  activities  that  may  be 
taking  place,  instill  confidence  and  job  security  in  the  Club's  staff  and  management, 
foster  better  relations  with  licensing  and  law  enforcement  agencies  and  replace  the 
dictatorial  management  style  with  more  progressive  management.  Unfortunately, 
very  little  if  any  of  these  goals  were  accomplished. 

The  government  provides  very  little  direction  or  involvement  in  the  daily  activities 
of  the  club  and  appears  to  have  assumed  the  position  of  "Chief  Administrative  Offi- 
cer" only  as  means  to  extort  a  $15,000  a  month  management  fee  and  a  large  salary 
bonus  in  excess  of  $200,000  each  year.  My  understanding  is  that  the  bulk  of  the 
management  fee  and  bonus  are  paid  to  Mr.  Richard. 

The  Club  remains  in  a  constant  battle  with  criminal  elements  who  seek  to  estab- 
lish a  foothold  at  the  Club.  Our  surveillance  and  security  personnel  are  currently 
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involved  in  a  major  investigation  of  what  appears  to  be  an  organized  crime  family 
setting  up  shop  at  the  Club.  There  are  indications  that  management  of  the  Club 
may  also  be  involved.  My  Chief  of  Security  operates  with  the  knowledge  that  he  is 
without  a  job  when  the  government  can  fend  a  safe  way  to  remove  him. 

The  management  staff  of  the  Club  is  becoming  more  and  more  panicked  as  the 
government  seeks  to  protect  itself  The  Club  is  constantly  being  subjected  to  reviews 
by  auditors,  management  consultants  and  lawyers  whose  sole  purpose  appears  to  be 
to  protect  and  justify  Mr.  Richard  and  the  government's  actions  in  managing  the 
Club. 

The  subject  of  the  Club's  management  is  being  reviewed  by  the  Judge  in  Florida 
but  not  one  management  individual  from  the  Club  has  been  asked  to  or  will  be  al- 
lowed to  attend.  We  can  only  assume  that  the  government  will  attempt  to  blame 
all  problems  on  us  and  take  credit  for  all  the  good  things  that  have  happened.  As 
outside  agencies  review  the  same  material  over  and  over  it  is  very  clear  that  the 
government  will  "give  up"  anyone  and  everyone  to  cover  themselves. 

The  limited  time  Mr.  Richard  spends  in  LA  has  for  months  been  solely  devoted 
to  protecting  himself  and  his  government  overseers.  He  is  either  on  the  phone  with 
the  government  or  at  his  attorney's  office.  Unfortunately  because  of  the  stress,  he 
appears  to  have  developed  memory  problems  when  it  comes  to  questionable  items 
he  has  approved  of  or  instructed  management  to  do. 

He  complains  about  payments  to  an  individual  but  he  is  the  one  requesting  and 
approving  the  checks.  He  remembers  nothing  about  contracts  that  he  approved  and 
signed.  He  agrees  to  outrageous  settlement  agreements  but  then  acts  as  if  he  knew 
nothing  about  it.  Management  can  only  assume  that  these  memory  lapses  are  de- 
signed to  protect  him  at  their  expense. 

We  try  to  cut  payroll  costs  but  he  protects  and  rewards  his  friends  irrespective 
of  their  value  to  the  Club.  Presumably  a  sale  is  imminent  but  he  brings  on  high 
paid  executives  whose  value  to  the  club  is  questionable.  Our  third  highest  paid  em- 
ployee is  an  executive  poker  host,  a  friend  of  Mr.  Richard,  who  I  don't  believe  knows 
how  to  play  poker. 

The  only  thing  he  has  done  so  far  is  spend  4  to  5  months  helping  his  friends  es- 
tablish two  restaurants  at  the  Club  which  none  of  us  want  or  see  the  need  for. 
These  are  personal  projects  of  Mr.  Richard  so  our  opinions/input  is  not  requested 
or  welcomed.  It  is  however  a  fine  example  of  the  government's  wasting  our  time  on 
frivolous  projects  at  the  expense  of  the  business. 

Revenues  continue  to  decline  at  the  Club  which  can  be  blamed  on  a  number  of 
reasons  but  the  fundamental  obstacle  to  our  reversing  this  trend  is  the  government. 
Management  is  spending  most  of  its  time  protecting  the  government,  doing  their 
silly  projects  and  explaining  to  Mr.  Richard  why  we  don't  get  along  with  his  people. 
The  government  provides  no  direction  or  input  but  is  always  quick  to  point  out  that 
they  are  the  "ultimate  authority."  To  be  the  "ultimate  authority"  requires  a  commit- 
ment and  dedication  to  the  Club  that  the  government  is  unwilling  or  incapable  of 
providing.  The  government  replaced  the  former  dictatorial  management  style  with 
a  part  time  "don't  bother  me"  approach. 

The  Club  is  a  large  organization  which  is  open  for  business  24  hours  a  day  365 
days  a  year.  The  former  manager,  when  he  ran  the  Club,  was  here  a  minimum  of 
10-12  hours  a  day  6  days  a  week.  Mr.  Richard  is  here  maybe  3  days  a  week  9- 
6  but  the  majority  of  his  time  in  LA  is  spent  with  his  attorney  or  on  the  phone  to 
Washington.  Mr.  Kuypers  and  I  are  the  ones  who  picked  up  the  hours  Mr.  Richard 
does  not  work. 

I  have  always  assumed  that  Mr.  Kuypers  and  I  were  made  general  manager  solely 
to  enable  Mr.  Richard  to  spend  as  little  time  as  possible  here  at  the  Club.  He  knew 
that  we  were  the  types  that  would  do  what  we  were  told  and  not  complain  or  chal- 
lenge him.  With  us  putting  in  the  long  hours  necessary  to  run  the  Club,  he  was  free 
to  do  as  little  as  possible  but  still  retain  the  big  paycheck  for  managing  the  Club. 
We  were  in  charge  only  to  handle  the  routine  unpleasant  tasks  and  to  take  the  heat 
if  anything  went  wrong.  Mr.  Richard,  for  example,  is  conveniently  out  of  town  when- 
ever unpleasant  things  such  as  lay  offs  occur. 

In  conclusion,  the  trustee  position  created  by  the  government  is  a  non  functioning 
position  designed  as  a  means  for  government  bureaucrats  and  Mr.  Richard  to  extort 
money  from  the  non  government  partners.  Their  extortion  efforts  continue  as  they 
use  a  purchase  offer  from  an  outside  party  as  means  to  raise  the  price  offered  by 
the  non  government  partners.  If  the  government  is  accepting  offers  from  outside 
parties,  why  wasn't  the  sale  of  the  Club  opened  for  competitive  bidding?  You  should 
also  question  what,  if  any,  agreements  Mr.  Richard  has  with  this  outside  party  to 
remain  with  the  Club  after  their  purchase. 
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PREPARED  STATEMENT  OF  DOUGLAS  SPARKES 
I.  Introduction 

A.  Witness'  Background 

My  name  is  Douglas  Sparkes.  I  am  employed  as  the  Director  of  Security  at  the 
Bell  Gardens  Bicycle  Club  Casino  (hereinafter  "Club")  and  have  been  so  employed 
since  June  1992,  when  I  was  hired  by  George  Hardie,  then  General  Manager  of  the 
Club. 

At  the  time,  I  was  recently  retired  from  the  Los  Angeles  County  Sheriffs  Depart- 
ment, was  retained  as  a  private  investigator  to  investigate  a  possible  investment 
fraud  and  fraudulent  land  deals.  During  the  course  of  the  investigation,  I  traveled 
to  the  Bicycle  Club  to  serve  a  subpena  on  the  Club  for  the  production  of  a  patron's 
player  records. 

While  at  the  Club,  I  spoke  with  John  Sutton  (hereinafter  "Sutton"),  then  Casino 
Manager  of  the  Club  regarding  the  subpena.  During  this  conversation,  we  discov- 
ered a  mutual  friend,  a  member  of  the  Asian  Task  Force  with  the  Los  Angeles 
County  Sheriffs  Department.  As  we  conversed,  I  advised  Sutton  of  my  recent  retire- 
ment and  he  informed  me  that  the  Club  was  looking  for  a  director  of  security.  Al- 
though I  had  not  been  actively  seeking  employment,  I  agreed  to  meet  with  George 
Hardie  (hereinafter  "Hardie"),  who  was  represented  to  me  to  be  the  Managing  and 
General  Partner  of  the  Club. 

Within  48  hours  of  my  initial  conversation  with  Sutton,  I  had  met  Hardie  and  was 
offered  the  position  of  Director  of  Security.  Within  a  week  of  that  time,  I  began 
working  at  the  Club. 

B.  Law  Enforcement  Background 

In  April,  1969,  I  began  training  at  the  Los  Angeles  Sheriffs  Department  at  their 
Academy.  My  training  was  completed  in  November,  1969.  Between  my  academy 
graduation  and  September  1976,  I  was  assigned  as  a  deputy  sheriff"  to  Technical 
Services  Division,  Transportation  Bureau,  then  Field  Operations,  Region  I,  East  Los 
Angeles  Station. 

In  September,  1976,  I  was  assigned  to  Custody  Division,  Central  Jail  and  was  the 
acting  sergeant  and  emergency  response  leader  for  the  next  3  years.  Between  1979 
and  1982,  I  was  assigned  as  a  senior  deputy  sheriff  to  Industry  Station  followed  by 
Pico  Rivera  Station  as  a  sergeant  until  December,  1986.  Finally,  I  worked  as  a  ser- 
geant back  at  Central  Jail  until  I  retired  in  1990.  In  March  1990,  I  became  licensed 
as  a  private  investigator  which  ultimately  led  me  to  the  Club. 

C.  Duties  of  Director  of  Security 

As  the  director  of  security  for  the  Club,  my  duties  included,  but  were  not  limited 
to,  maintaining  proper  staff,  design  and  implement  procedures  for  greater  protection 
of  Club,  employee  and  customer  assets,  maintain  liaison  with  all  law  enforcement 
and  governmental  agencies  and  security  related  associations  so  as  to  keep  abreast 
of  changes,  advancements  and  specific  industry  issues  and  to  make  recommenda- 
tions to  the  General  Manager. 

Specifically,  my  job  duty  also  includes  acting  "as  company  representative  with 
various  Law  Enforcement  agencies".  Quite  naturally,  as  the  law  enforcement  coun- 
terpart at  the  Club,  if  there  was  criminal  activity,  it  was  my  responsibility  to  detect 
it,  investigate  it  and  cooperate  with  the  local  police  and  municipalities  as  they  re- 
quested. 

II.  Bicycle  Club  Reputation 

From  the  outset  of  my  employment  at  the  Club,  I  became  aware  of  what  could 
only  be  described  at  the  time  as  "shoddy  management".  As  for  reputation,  I  only 
knew  the  Club  to  be  a  fairly  popular  gaming  house  in  the  Los  Angeles  County  area. 

Today,  with  20/20  hindsight,  I  know  the  Club  had  and  continues  to  have  problems 
beyond  just  poor  management  because  of  the  management  itself  Where  criminal  ac- 
tivity was  known  to  us  and  could  have  been  eradicated  or,  at  least  severely  cur- 
tailed, the  amounts  of  crime  and  number  of  criminals  operating  from  the  Club  re- 
main the  same.  The  only  difference  between  today  and  1992  is  that  the  severity  of 
activity  as  well  as  of  the  criminals  has  increased.  Today,  for  example,  the  criminals 
involved  are  much  more  vicious  and  violent. 

From  the  standpoint  of  law  enforcement,  where  crime  is  permitted,  and  indeed 
condoned  through  inaction  despite  actual  knowledge,  the  criminal  activity  becomes 
more  entrenched  in  the  operations  of  the  location  and  the  criminals  become  more 
protected  by  the  very  organization. 


77 

Today,  I  also  have  a  better  understanding  of  the  Club's  world  wide  reputation  as 
the  "Macau  of  the  West"  where  it  is  understood  the  management  will  tolerate  al- 
most anything  as  long  as  the  management  1)  profits  from  the  activity;  and  2)  will 
continue  to  profit  from  the  activity. 

In  order  to  understand  the  reputation  of  the  Club,  which  still  exists  today,  it  is 
necessary  to  understand  the  depths  of  the  corruption  at  the  Club. 

A.  Asian  Task  Force  on  Crime 

Shortly  after  the  tip  robbery,  I  was  invited  to  attend  a  seminar  involving  law  en- 
forcement personnel  on  Asian  Task  Force  criminal  investigations.  I  was  invited  by 
the  Federal  Bureau  of  Investigations  Senior  Assistant  Special  Agent  in  Charge  Gary 

A.  Lisotto. 

During  this  seminar,  I  became  aware  that  complaints  had  been  lodged  against  my 
presence  by  other  members  of  law  enforcement  such  as  the  Los  Angeles  Sheriffs  De- 
partment. Unbeknownst  to  me,  the  Club  had  an  infamous  reputation  at  that  time 
for  permitting  and  even  promoting  criminal  activity  within  its  premises,  particularly 
amongst  Asian  gangs.  Apparently,  other  participants  in  this  seminar  considered  my 
mere  presence  as  a  breach  of  security  because  of  the  Club's  world  renown  criminal 
reputation. 

When  I  became  aware  of  these  complaints,  I  requested  insight  from  some  of  the 
other  participating  law  enforcement  personnel  concerning  the  Club's  reputation.  Po- 
lice personnel  from  all  over  the  world,  from  Taiwan  to  Canada,  advised  me  that  the 
Club  was  known  all  over  the  world  as  a  safe  place  to  conduct  criminal  activity,  par- 
ticularly by  Asians.  In  fact,  it  appeared  that  the  Club  was  an  Asian  gang  or  mob 
stronghold  in  Southern  California. 

Both  Captain  Ron  Black  of  the  Los  Angeles  County  Sheriffs  Department  and 
Mark  Greenberg,  Esq.,  U.S.  Attorney,  and  Special  Agent  Lisotto  can  attest  to  the 
enormous  uproar  from  the  law  enforcement  participants  at  the  seminar.  Although 
I  was  able  to  finish  participation  in  the  seminar,  I  was  embarrassed,  humiliated 
and,  frankly,  angry  that  none  of  this  information  was  ever  imparted  to  me. 

Clearly  a  security  director's  focus  in  a  reputable  gaming  establishment  and  one 
which  is  crime  ridden  and  controlled  by  criminals  will  be  very  different.  My  ap- 
proach at  the  job  would  have  also  been  very  different  if  I  had  been  given  some  idea 
of  the  level  of  crime.  However,  and  again,  the  government  appointed  trustee,  who 
was  supposed  to  be  the  individual  looking  out  for  the  interests  of  the  government, 
including  enforcement  of  laws,  was  not  there  to  even  note  the  ongoing  crimes. 

Also,  since  I  learned  that  the  reputation  of  the  Club  was  that  high  level  manage- 
ment was  involved  in  criminal  activity,  whether  true  or  not,  the  only  individual  I 
felt  I  could  have  approached  with  any  degree  of  confidence  was  Richard.  Unfortu- 
nately, he  was  absent  99  percent  of  the  time  and  completely  inaccessible. 

B.  Theft  of  Tip  Pool 

In  approximately  December  1992,  a  pool  of  money  consisting  of  employee  tips  was 
stolen  from  its  caretaker. 

At  the  Club,  the  procedure  for  collecting  tips  was  organized  prior  to  my  arrival 
and  continued  until  after  this  incident.  This  procedure  consisted  of  several  tip  drop 
boxes  located  throughout  the  Club  in  which  the  tips  would  be  collected.  Thereafter, 
the  caretaker  took  the  money  from  these  tip  boxes  into  a  private  room  to  be  counted, 
exchanged  for  cash  and  distributed  to  all  employees  by  placing  corresponding 
amounts  into  envelopes  according  to  a  predesignated  amount  for  each  employee.  The 
envelopes  would  then  be  given  personally  to  the  employees. 

At  the  time  of  the  incident,  the  pool  of  tips  was  at  the  caretaker's  home  for  some 
unknown  and  unexplained  reason.  While  the  criminals  were  subsequently  appre- 
hended, it  became  clear  that  there  were  severe  problems  with  the  tip  collecting  and 
distribution  procedure.  Generally,  the  amounts  were  never  verified.  No  one  ever 
kept  track  of  the  total  amounts  going  into  this  private  room,  coming  out  of  this  pri- 
vate or  even  how  many  times  the  funds  were  touched  or  by  whom. 

The  suspicion  that  there  was  tip  skimming  was  very  strong.  It  seemed  incredible 
that  there  was  absolutely  no  accounting  procedure  in  place.  Since  the  establishment 
took  in  approximately  $60,000  per  week  in  tips,  the  possible  amounts  skimmed 
could  be  substantial. 

Harry  Richard  was  the  appointed  trustee  at  that  time.  However,  I  had  nearly  no 
contact  with  the  trustee  during  this  period  of  time.  From  the  time  of  his  appoint- 
ment until  he  took  over  as  general  manager  in  early  1994,  Mr.  Richard  was  at  the 
Club  an  average  of  approximately  an  hour  a  week.  Therefore,  any  investigation  into 
this  matter  was  done  exclusively  by  the  security  department  under  my  direction  and 
the  local  police. 
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After  Richard  became  general  manager  of  the  Club,  he  was  present  on  location 
much  more  often.  However,  any  items  I  brought  to  his  attention  regarding  possible, 
probable  or  even  actual  criminal  activity  was  ignored. 

The  problem  involving  tip  skimming  continues  to  this  day.  Some  of  the  players 
have  changed.  However,  I  have  never  been  able  to  obtain  the  support  necessary 
from  the  administration  to  fully  investigate  the  crime  or,  for  that  matter,  to  pur- 
chase necessary  surveillance  equipment.  In  this  regard,  by  denying  my  requests  for 
equipment,  the  Club  administration  has  obstructed  not  only  my  investigation  but 
also  restricted  my  ability  to  investigate. 
C.  Solomon  Tesfu  and  Sherman  Wang 

I  investigated  allegations  of  money  laundering  in  1993.  Once  armed  with  the  evi- 
dence, I  advised  Richard  of  the  results  and  gave  him  the  tapes  and  investigation 
file  to  be  turned  over  to  authorities. 

As  far  as  I  am  aware,  the  Marshal's  Office  did  nothing  regarding  this  activity. 
However,  it  was  clear  that  unless  I  fulfilled  my  duties  and  called  the  criminal  activ- 
ity to  the  attention  of  the  local  police,  this  money  laundering  would  go  unnoticed. 

As  a  result  of  what  I  perceived  to  be  inaction  which  could  result  in  the  Club's  loss 
of  gaming  license,  not  to  mention  public  perception  of  condoning  this  illegal  activity 
as  well  as  becoming  part  of  this  activity  by  permitting  it  to  continue,  I  turned  the 
evidence  over  to  the  local  police. 

Subsequently,  the  Bell  Gardens  chief  of  police  filed  charges  which  resulted  in  a 
lengthy  administrative  hearing  with  Bell  Gardens  City  officials.  The  hearings  re- 
sulted in  the  revocation  of  Tesfu  and  Wang's  license.  Tesfu  had  worked  at  the  Club 
as  an  Asian  Games  section  manager  and  had  been  employed  by  the  Club  since  1984. 

Since  Tesfu  and  Wang  were  permitted  to  continue  with  their  operations  for  so 
long,  since  the  Marshal's  Office  rejected  the  case,  and  since  Richard  did  not  act  in 
any  fashion  whatsoever,  including  a  simple  discussion  with  those  involved  to  termi- 
nate said  activity,  the  Club,  I  and  members  of  the  City  of  Bell  Gardens  and  the  po- 
lice department  are  being  sued  by  Tesfu  and  Wang  for  conspiring  to  violate  their 
civil  rights. 

Richard's  inaction  was  directly  caused  by  his  fear  of  losing  revenues  if  any  of  the 
Asian  managers  were  to  be  fired  and/or  otherwise  disciplined,  or  if  criminal  charges 
were  to  be  filed  against  an  employee  of  the  Club.  Richard's  preference,  therefore, 
was  to  maintain  silence. 

III.  Continued  Criminal  Activity 

In  November  1994,  an  anonymous  floor  man  who  worked  in  the  Asian  section  of 
the  Club  wrote  a  note  to  Harry  Richard  advising  him  that  the  tip  pool  in  his  section 
was  missing  approximately  $20,000.00.  The  author  of  the  note  further  specified  that 
one  of  the  floor  men  saw  the  Asian  distribution  sheet  and  discovered  that  one  of 
the  Asian  managers  was  stealing  pool  money.  The  letter  requested  that  Richard  in- 
vestigate this  manager  and  to  please  put  a  stop  to  the  practice  of  "cheating". 

Approximately  2  weeks  later,  I  also  received  a  note  from  the  same  floor  man  with 
a  copy  of  the  aforementioned  note  to  Richard  attached.  Having  heard  no  response 
fi-om  Richard,  the  floor  man,  on  behalf  of  the  other  floor  men,  asked  me  to  inves- 
tigate the  "cheating"  and  stealing.  The  note  warned  me  to  be  careful  since  this 
Asian  manager,  they  believed  was  protected  by  someone,  apparently,  in  their  opin- 
ion higher  up  and  dangerous,  and  lastly,  on  behalf  of  all  the  floor  men,  wished  me 
good  luck  in  the  investigation. 

Perhaps  what  causes  the  most  frustration  currently  are  the  continued  illegal  ac- 
tivities under  our  very  noses  at  the  Club.  After  years  or  attempting  to  rid  the  Club 
of  it's  unsavory  but  well  earned  reputation,  status  quo  has  been  maintained. 

In  truth,  the  condition  of  the  Club  is  dangerous.  The  skimming,  stealing,  cheating 
and  payoffs  have  drained  the  Club  of  much  needed  revenues.  The  trustee's  refusal 
to  act  upon  the  advice  of  his  administration  has  hindered  and  even  obstructed  all 
efforts  to  improve  and  benefit  the  Club. 

Currently,  skimming  and  stealing,  narcotics,  extortion  and  loansharking,  among 
other  crimes,  are  ongoing  at  the  Club.  I  have  requested  equipment  necessary  to  con- 
duct proper  investigations  on  the  money  skimming  and  loansharking  operations. 
Each  of  my  requests  has  been  denied. 

IV.  Government  Obstruction  of  Criminal  Investigations 

My  job,  as  the  director  of  security  has  been  greatly  curtailed  by  the  affirmative 
acts  as  well  as  omissions  of  Richard. 
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A.  Don  Shepard 

It  goes  without  saying  that  the  job  of  a  police  officer,  or  a  security  officer  cannot, 
in  good  faith,  or  in  good  sense,  be  left  to  the  discretion  of  a  criminal.  Hence,  felons 
are  not  permitted  to  become  peace  officers,  to  be  bonded,  licensed  or  insured  under 
most  circumstances.  For  any  self  respecting  security  unit  to  act  otherwise  would 
cause  it  to  be  the  wholly  ineffective  and  most  probably,  the  laughing  stock  of  the 
police  and  security  community.  Yet,  unceremoniously,  this  is  where  I  have  found  my 
security  unit. 

An  individual  by  the  name  of  Don  Shepard  was  independently  contracted  by 
George  Hardie  to  be  on  the  "surveillance  team"  for  the  Club  several  years  ago.  Don 
Shepard  is  a  convicted  felon.  To  this  date,  I  am  unaware  of  Shepard's  qualifications 
as  a  "surveillance"  expert.  That  is,  of  course,  unless,  having  being  a  felon  lends  one 
such  expertise. 

The  surveillance  team  clearly  did  not  want  Shepard  working  with  them  since  his 
presence  compromised  their  security.  The  then  became  what  to  do  with  Shepard. 
For  some  reason,  it  was  important  for  Richard  to  keep  Shepard  at  the  Club.  Richard 
was  advised  by  the  City  of  Bell  Gardens  and  its  investigators  that  Don  Shepard 
should  not  be  employed  by  the  Club.  Rather  than  to  heed  their  advise,  however, 
Richard  recently  retained  Don  Shepard,  who  had  been  feloniously  convicted  for 
money  skimming  while  employed  at  the  Tropicana,  as  a  "surveillance  consultant." 
This  seemed  the  quintessential  example  of  leaving  the  fox  in  charged  of  the  hens. 

As  the  director  of  security,  I  am  uncomfortable  with  having  Don  Shepard  thrust 
upon  the  security  department  and  having  to  work  with  him  in  any  capacity  due  to 
his  background. 

B.  Subcommittee  Investigators 

When  members  of  the  Senate  Permanent  Subcommittee  recently  visited  the  Club 
for  purposes  of  investigation,  I  was  strongly  encouraged  by  Richard  to  stay  away. 
It  was  painfully  clear  that  the  investigators  were  going  to  be  shown  a  very  limited 
aspect  of  the  Club  and  that  I  was  not  to  speak  to  them  or  interact  with  them  in 
any  way. 

C.  Continued  Skimming  Investigation 

Currently,  there  is  a  pending  investigation  into  tip  skimming  and  money  launder- 
ing activities  at  the  Club.  In  order  to  conduct  the  investigation  properly  I  feel  that 
specific  surveillance  equipment  is  absolutely  necessary  along  with  the  cooperation 
and  confidential  support  of  the  administration. 

I  have  made  numerous  requests  to  Richard  for  the  purchase  of  this  equipment, 
which,  under  the  circumstances  would  amount  to  a  nominal  charge.  I  have  gotten 
no  cooperation  from  Richard  in  this  area,  including  any  acknowledgment  that  my 
investigation  is  even  necessary. 

I  have  essentially  been  stopped  from  conducting  further  and  more  aggressive  in- 
vestigation into  this  area  which  has  continued  to  result  in  the  loss  of  revenue. 

D.  Impress  Account 

A  money  account  exists  in  the  Gold  Room  which  is  designated  as  the  "Impress 
Account".  It  has  been  suspected  for  years  that  this  account  has  been  and  continues 
to  be  used  in  loansharking  activities.  According  to  information  received,  the  funds 
from  this  account  have  been  lent  out  to  players,  who  are  charged  exorbitant  interest 
rates,  with  profits  kept  by  the  managers. 

I  advised  Richard  on  many  occasions  that  this  was  an  ongoing  problem  and  that 
something  needed  to  be  done  or  the  Club  could  lose  its  license.  Each  time  I  spoke 
to  Richard  about  this  problem,  he  would  advise  me  that  he  would  look  into  it.  How- 
ever, I  never  received  any  result  of  this  "looking". 

In  November,  1995,  the  subject  of  the  Empress  Fund  and  loansharking  through 
the  fund  came  up  again.  I  advised  Richard  again  that  investigation  was  absolutely 
necessary.  I  further  advised  him  that  I  would  need  his  help  and  the  help  of  our  in- 
ternal auditor,  Renee  Davis,  in  the  investigation  and,  again  that  I  needed  the  appro- 
priate equipment  such  as  the  wireless  camera. 

A  few  days  later,  I  targeted  the  fund  for  audit  with  Renee  Davis.  Davis  advised 
me  that  Richard  told  her  2  days  prior  that  she  should  go  and  see  how  the  fund  was. 
Davis  advised  me  that  when  she  went  to  investigate,  the  fund  was  empty  and  that 
she  was  told  the  fund  was  being  "used".  However,  by  the  time  I  arrived  to  conduct 
my  investigation,  2  days  later,  the  funds  were  all  there. 

It  is  my  belief  that  Richard  breached  our  confidentiality  and  warned  the  Asian 
managers  by  sending  Davis  to  inspect  the  fund  2  days  before  I  was  to  arrive  for 
a  surprise  investigation  and  accounting. 
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E.  Richard's  Obstruction  of  Justice 

As  the  director  of  security,  an  important  part  of  my  job  is  to  monitor,  investigate 
and  report  criminal  activity.  I  am  also  obligated  to  cooperate  with  the  local  govern- 
ment and  its  police  department  in  any  investigation  they  may  be  conducting  into 
Club  affairs  or  personnel. 

It  is  without  question  that  I  have  received  more  cooperation  and  support  from  out- 
side administrators  than  from  the  government's  appointed  trustee,  Harry  Richard, 
in  carrying  out  my  duties  and  responsibilities. 

In  addition  to  hindering  my  investigatory  efforts,  sharing  confidential  information 
with  the  very  persons  I  am  investigating,  attempting  to  stop  my  inquiries  into  mat- 
ters within  my  responsibility,  I  recently  discovered  that  Richard  has  also  agreed  to 
terminate  me  from  employment  for  alleged  and  unnamed  "activities  which  have  not 
been  in  the  best  interest  of  the  Club". 

My  only  response  to  this  charge  is  that  if  Richard  feels  I  have  not  acted  in  the 
best  interest  of  the  Club  because  I  would  not  stop  inquiring  into  and  investigating 
criminal  enterprises,  seriously  performing  my  duties  as  the  director  of  security,  re- 
fused to  perform  the  function  of  providing  a  "clean  front"  to  the  public,  government 
and  law  enforcement  agencies,  I  will  have  to  admit  that  he  is  correct.  However,  I 
would  vehemently  disagree  that  any  of  this  is  in  the  best  interest  of  the  Club. 

F.  Recent  Developments 

Testifying  before  this  Subcommittee  has,  and  will  in  the  future,  place  me  in  a  pre- 
carious employment  situation.  It  appears  that  decrease  in  criminal  activity  is  seen 
by  Richard  and/or  the  Marshal's  Office  as  "against  the  best  interest  of  the  Club". 

On  the  other  hand  I  was  told  by  Richard  that  the  Marshal's  Office  was  tired  of 
being  on  the  defensive  with  respect  to  this  Subcommittee's  investigation.  Therefore, 
I  was  told  by  Richard  to  prepare  a  memorandum  touting  the  wonderful  achieve- 
ments of  the  security  department  allegedly  under  the  auspices  of  Richard's  tenure. 
The  understanding  was  that  this  memorandum  would  be  used  at  these  hearings  to 
bolster  appearance  of  Club  operations  while  it  has  been  government  controlled. 
Based  upon  Richard's  request,  I  prepared  such  a  memorandum  dated  March  1, 
1996. 

The  schizophrenic  nature  of  Richard's  request  and  apparent  significance  of  the 
memorandum  to  the  government  depicts  the  precise  quandary  the  government  finds 
itself  in  after  years  of  attempting  to  administer  Club  operations. 

It  only  stands  to  reason  that  a  significant  difference  would  have  been  evident  if 
the  government  spent  additional  energy  and  care  in  selection  of  a  trustee.  It  is  fur- 
ther unquestionable  that  better  monitoring  of  trustee  and  Club  activities  at  the  very 
outset  would  have  resulted  in  a  more  expeditious  and  efficient  sale  of  the  Club 
which,  of  course,  would  result  in  an  increase  of  revenues. 

V.  Effect  of  Government  Control  of  the  Club 

I  am  not  of  the  opinion,  nor  do  I  believe  the  Subcommittee  feels,  that  gaming 
should  be  banned  altogether  in  this  country,  or  that  government  should  not  regulate 
the  gaming  business  as  it  does  other  types  of  industry. 

If  the  question  before  the  Senate  is  whether  government  has  competently  handled 
its  responsibility  of  managing  Club  operations  and  adequately  protected  and  pre- 
pared the  asset  for  sale  following  its  seizure,  the  answer  must  be  in  the  negative. 

By  all  outward  appearances,  the  government  has  been  unable  to  efficiently  man- 
age or  operate  the  Club.  In  order  for  the  Club  to  continue  operating  profitably,  it 
will  need  recapitalizing  and  a  complete  restructuring  of  the  management  policies 
and  procedures. 

Clearly  the  government  has  not  and  will  not  adopt  an  active  role  in  controlling 
and  eradicating  criminal  enterprise  on  the  Club's  premises  for  fear  of  loss  of  reve- 
nue. Indeed  government  inaction  in  the  face  of  money  laundering,  skimming  and 
narcotics  to  name  a  few,  translates  into  government  participation  in  the  criminal 
activity. 

The  Federal  Government  has  created  an  obtuse  bureaucracy  of  competing,  diver- 
gent and  conflicting  interests  due  to  poor  business  decisions.  Government  control  of 
the  Club  in  this  instance  has  served  only  to  insulate  and  promote  the  most  ineffi- 
cient, chaotic  and  substandard  management  policies  existing  at  the  Club  when  the 
asset  was  seized.  Innovative  concepts,  creative  resolution  of  problems,  aggressive  at- 
tacks on  crime  have  taken  back  seats  to  the  short  term  vision  of  profit. 

Morale  is  at  an  all  time  low  amongst  Club  employees  because  they  understand 
that  the  government  is  essentially  "dirty".  Those  who  have  complained  about  crimi- 
nal activity  in  the  past  are  no  longer  interested  in  wasting  their  time,  or  placing 
themselves  at  risk  for  nothing. 


81 

In  addition,  substantial  revenue  has  been  lost  due  to  the  skimming,  stealing  and 
cheating  from  the  house  and  customers  by  the  Club's  own  game  managers,  who,  in 
some  instances,  are  also  top  members  of  known,  dangerous  and  violent  criminal 
Asian  gangs.  Crime  has  continued  to  exist  and  grow  through  the  use  of  kickbacks 
and  other  benefits  given  to  the  administration  in  return  for  turning  a  blind  eye. 

There  was  a  time  where  there  was  hope  amongst  those  employed  by  the  Club  that 
the  Federal  Government  would  clean  up  the  Club  and  quickly  sell  its  interest  to  a 
viable,  legitimate  investor.  The  general  consensus,  at  one  time  was  that  the  Club 
could  and  would  actually  become  a  strong  financial  enterprise  providing  revenue  for 
the  City  of  Bell  Gardens,  the  members  of  the  community,  the  employees  and  inves- 
tors. 

Unfortunately,  with  the  help  of  the  government,  the  Bicycle  Club  is  and  has  been 
in  a  constant  state  of  being  what  it  is  and  never  becoming  what  it  could  be. 


PREPARED  STATEMENT  OF  HARRY  J.  RICHARD 

Mr.  Chairman,  as  the  Subcommittee  may  know,  I  have  spent  the  last  17  years 
working  in  the  casino  industry.  I  was  first  employed  in  the  casino  industry  in  1978. 
Prior  to  that  time,  I  spent  20  years  in  the  U.S.  Air  Force,  including  two  combat 
tours  in  Viet  Nam.  I  retired  from  the  Air  Force  as  a  Major  in  1978.  At  the  time 
of  my  retirement,  I  was  stationed  at  Nellis  Air  Force  Base  in  Las  Vegas,  Nevada. 
Because  my  wife  was  a  school  teacher  in  Las  Vegas,  and  we  owned  a  home  and  lived 
in  that  community,  I  sought  employment  in  the  gaming  industry  after  leaving  the 
Air  Force. 

I  have  worked  at  a  number  of  Las  Vegas  casinos,  including  Caesar's  Palace,  the 
MGM  Marina  Casino  Hotel,  the  San  Remo  Casino  and  the  Main  Street  Station  Ca- 
sino. In  my  17  years  of  experience,  I  have  progressed  through  the  management 
ranks,  and  my  last  four  executive  positions  were  Vice  President  of  Sales  and  Mar- 
keting at  Caesar's  Palace,  Vice  President  of  Operations  at  the  MGM  Marina  Casino 
Hotel,  Senior  Vice  President  at  the  San  Remo  Casino,  and  Chief  Executive  Officer 
at  the  Main  Street  Station  Casino.  I  have  broad  experience  in  all  phases  of  casino 
operations,  and  those  skills  were  easily  transferred  to  my  position  as  Trustee. 

In  the  summer  of  1992,  I  learned  that  the  U.S.  Government  was  looking  for  an 
individual  with  casino  management  experience  and  expertise  to  serve  as  Trustee  to 
oversee  the  interests  which  the  Government  held  in  the  Bell  Gardens  Bicycle  Club, 
a  card  club  casino  located  in  Bell  Gardens,  California.  The  Government  had  ob- 
tained its  interest  in  the  Bicycle  Club  as  a  result  of  a  criminal  forfeiture  proceeding 
in  the  United  States  District  Court  for  the  Southern  District  of  Florida. 

I  applied  for  the  position  of  Trustee  of  the  Government's  interest  in  the  Bicycle 
Club.  Subsequently,  I  was  interviewed  for  the  position  by  representatives  of  the  U.S. 
Marshal's  Service,  and  offered  the  position  in  the  fall  of  1992.  On  March  22,  1993, 
I  was  officially  appointed  to  the  position  of  Trustee  by  the  Federal  District  Court 
for  the  Southern  District  of  Florida.  Attached  is  a  copy  of  the  Court  order  appointing 
me  to  the  position  (Exhibit  A). 

Mr.  Chairman,  in  preparing  for  this  hearing  I  have  become  aware  that  many  peo- 
ple, particularly  the  media,  are  unclear  as  to  the  exact  nature  of  the  Grovernment's 
interest  in  the  Bicycle  Club,  and  are  confused  about  my  role  as  the  Court-appointed 
Trustee  of  the  Grovernment's  interest.  Because  these  are  important  issues,  I  would 
like  to  address  them  both  in  this  statement. 

The  United  States  Government  does  not  own  the  Bell  Gardens  Bicycle  Club.  In- 
stead, the  Government  owns  a  percentage  interest  in  LCP  Associates,  Limited,  one 
of  the  two  California  limited  partnerships  that  actually  own  the  club.  The  other 
partnership  that  owns  the  Club  is  Park  Place  Associates  (which  I  will  call  "PPA"). 
LCP  and  PPA  own  and  operate  the  Bicycle  Club  through  a  joint  venture  agreement. 
There  are  more  than  38  limited  and  general  partners  besides  the  U.S.  Government 
who  own  an  interest  in  the  Bicycle  Club.  Obviously,  the  Bicycle  Club  is  a  legally 
complicated  organization. 

Because  the  Government  is  only  a  partial  owner  of  the  Bicycle  Club,  any  actions 
that  the  Government  takes  with  respect  to  the  operations  and  management  of  the 
Club  have  an  impact,  not  just  on  the  Government's  interest  in  the  Club,  but  also 
on  the  interests  of  the  other  partners/owners  of  the  Club,  including  the  limited  part- 
ners of  LCP  and  the  general  and  limited  partners  of  PPA.  As  a  partner,  the  U.S. 
Government  has  fiduciary  duties  to  the  other  partners. 

On  March  22,  1993,  I  was  appointed  as  the  Trustee  of  the  Government's  interest 
in  the  LCP  partnership.  I  was  appointed  to  this  position  because  of  my  expertise 
in  casino  management  and  experience  in  Nevada,  where  there  are  strict  government 
controls  on  gambling.  I  am  not  a  U.S.  Government  employee.  My  duties  and  com- 
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pensation  are  not  governed  by  pay  standards  for  Government  employees.  Instead, 
I  am  a  Court-appointed  Trustee,  and  my  duties  and  compensation  have  been  re- 
viewed and  approved  by  Judge  Roettger  of  the  U.S.  District  Court  for  the  Southern 
District  of  Florida. 

As  the  Trustee  for  the  U.S.  Government's  interest  in  LCP,  I  was  given  the  author- 
ity to  "manage,  maintain,  preserve  and  protect"  the  interests  of  the  United  States 
in  LCP.  As  a  part  of  my  duties,  the  Court  orders  specified  that  I  could  hire  lawyers 
and  accountants  to  assist  me  in  my  duties.  Relying  on  these  orders,  I  hired  an  attor- 
ney, James  Lisowski,  and  an  accountant,  Thomas  Atherton,  to  assist  me  as  Trustee. 
I  knew  that  Mr.  Lisowski  and  Mr.  Atherton,  residents  of  Las  Vegas,  Nevada,  had 
prior  experience  in  the  gaming  industry.  The  U.S.  Government  approved  them  as 
members  of  my  staff,  and  the  U.S.  District  Court  approved  their  appointment  and 
compensation. 

At  the  time  I  was  initially  appointed  as  Trustee,  my  duties  were  limited.  I  was 
not  the  "manager"  of  the  day-to-day  operations  of  the  Bicycle  Club.  Earlier  Court 
orders  had  appointed  George  Hardie,  the  General  Partner  of  PPA,  as  the  General 
Manager  of  the  Bicycle  Club,  responsible  for  the  overall  management  of  the  Club. 
(Attached  as  Exhibit  B  is  the  pertinent  1990  Court  order  and  as  Exhibit  C  is  Mr. 
Hardie's  November  1993  memo  re:  his  duties.)  While  I  did  have  the  authority  to  ap- 
prove certain  Club  expenditures,  my  role  was  at  first  limited  to  making  suggestions 
to  Mr.  Hardie  concerning  the  management  of  the  Club.  During  this  period,  March 
to  November  1993,  my  primary  duties  involved  the  review  of  the  Club's  financial 
performance  in  order  to  ensure  that  the  value  of  the  Government's  interest  in  LCP 
was  being  protected,  and  filing  monthly  financial  reports  with  the  federal  court. 

In  November  1993,  it  was  necessary  for  me  to  take  on  additional  duties  in  connec- 
tion with  my  role  at  the  Bicycle  Club.  At  that  time,  there  were  criminal  proceedings 
involving  Dale  Lyon,  a  general  partner  in  LCP.  When  his  interests  were  forfeited 
to  the  U.S.,  the  United  States  acquired  the  controlling  interest  in  LCP  and  also  ac- 
quired all  of  Dale  Lyon's  rights  and  privileges  as  Administrative  Officer,  including 
the  right  to  receive  the  compensation  due  Dale  Lyon  as  the  Club's  Administrative 
Officer.  There  was  a  court  hearing  before  Judge  Roettger,  at  which  time  the  Court 
issued  an  order  appointing  me,  the  Successor  Trustee,  as  the  General  Partner  of 
LCP  and  as  the  Administrative  Officer  of  the  Bicycle  Club.  These  increased  duties 
carried  with  them  increased  fiduciary  responsibilities  to  the  non-government  owners 
of  the  Club.  In  addition,  the  Court,  for  the  first  time,  authorized  the  U.S.  Govern- 
ment to  sell  its  interests  in  the  Bicycle  Club,  and  I  assumed,  by  Court  order,  respon- 
sibilities for  marketing  and  soliciting  bids  for  the  sale  of  the  U.S.  Government's  in- 
terest. Had  I  not  assumed  these  roles,  the  LCP  partnership  would  have  been  dis- 
solved under  California  law,  which  would  have  caused  the  Government  a  serious  fi- 
nancial loss. 

In  August  1994,  the  General  Manager  of  the  Club,  George  Hardie,  resigned.  At 
that  time,  the  Court  appointed  me  as  the  "interim  General  Manager"  of  the  Bicycle 
Club.  As  interim  General  Manager,  I,  for  the  first  time,  was  responsible  for  the  day- 
to-day  management  of  the  Club.  This  was  in  addition  to  performing  the  other  duties 
which  I  had  previously  been  given  as  Administrative  Officer,  General  Partner  of  the 
LCP  partnership.  Tax  Partner  and  Trustee  of  the  U.S.  Government's  interest  in  the 
Club.  I  served  as  the  interim  General  Manager  of  the  Club  for  less  than  6  months, 
from  August  1994  until  approximately  February  1995.  I  received  no  additional  com- 
pensation for  performing  these  duties.  Since  February  1995,  other  individuals  have 
served  as  the  Club's  General  Manager  responsible  for  day-to-day  operation.  Today 
I  am  the  Administrative  Officer,  General  Partner  of  the  LCP  Partnership,  Tax  Part- 
ner, and  Trustee  of  the  U.S.  Government's  interest. 

From  November  1993  to  the  present,  I  have  also  been  responsible  for  the  market- 
ing of  the  U.S  Government's  interest.  The  decisions  as  to  how  much  the  Government 
should  ask  for  its  interests,  and  to  whom  it  should  sell  the  interests  are  not  mine. 
The  U.S.  Government  makes  those  decisions. 

Mr.  Chairman,  I  have  provided  the  information  concerning  the  various  roles  that 
I  have  filled  at  the  Bicycle  Club  to  make  you  aware  that  the  Government's  role  in 
the  operation  of  the  Bicycle  Club,  and  my  role  as  Trustee,  has  been  extremely  com- 
plex. Because  the  Government  does  not  own  the  Bicycle  Club,  I  have  had  to  act 
carefully  in  order  to  protect  the  United  States'  interest,  while  at  the  same  time  pre- 
serving the  interests  of  the  other  partners.  Because  the  Bicycle  Club  partners  (LCP 
and  PPA)  have  not  always  agreed  on  every  management  issue,  it  has  been  my  job 
to  balance  the  interests  of  the  Government  with  my  fiduciary  responsibilities  to  the 
other  investors  in  the  Club.  While  this  has  been  a  difficult  assignment,  I  believe 
that  I  have  been  successful  in  my  assignment.  These  are  some  of  the  things  I  believe 
I  have  achieved: 
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1.  FiNANCiAi.  Management 

Since  the  time  when  I  was  initially  appointed  as  the  Trustee  for  the  Government's 
interest  in  LCP,  a  number  of  other  card  club  casinos  have  opened  in  the  vicinity 
of  the  Bicycle  Club.  This  increased  competition  has  naturally  had  a  negative  impact 
on  the  Club's  revenues,  as  the  former  General  Manager  accurately  predicted  they 
would.  Nevertheless,  the  Bicycle  Club  has  continued  to  generate  substantial  reve- 
nues and  profit  distributions  to  the  Government  and  to  the  other  investors.  Over 
$113  million  has  been  distributed  to  the  partners  since  the  United  States  seized  this 
asset.  During  the  period  that  I  have  been  Trustee,  at  my  direction,  the  Club  has 
undergone  significant  renovations  which  were  needed  to  continue  to  attract  cus- 
tomers and  be  competitive.  The  facility  is  bigger,  more  modern,  and  more  luxurious 
than  it  was  in  1993.  In  addition,  at  my  direction,  the  Club  has  paid  down  large 
debts  and  liabilities  that  existed  at  the  time  of  my  appointment,  for  which  there 
were  no  reserves.  From  a  financial  standpoint,  I  believe  that  the  Government's  role 
in  the  management  of  this  seized  asset  has  enhanced  the  value  of  the  Club.  The 
U.S.  Government  has  received  over  $30  million  from  this  asset  since  it  was  seized 
in  1990,  and  the  value  of  the  Club  has  been  enhanced  since  I  assumed  responsibil- 
ities in  1993.  (Please  see  the  U.S.  Marshal's  report  prepared  by  Don  Kelly  &  Com- 
Rany,  who  conducted  an  independent  review  of  the  Bicycle  Club's  management  in 
fovember  1995.) 

2.  Instituted  Better  Controls 

Mr.  Chairman,  the  Trustee's  role  in  the  management  of  the  Club  has  also  been 
a  success  in  other  ways.  It  is  a  matter  of  public  record  that  a  former  Bicycle  Club 
consultant,  HoUman  Cheung,  was  arrested  by  the  federal  authorities  and  was  con- 
victed of  extortion  in  1994.  The  former  General  Manager  had  retained  Mr.  Cheung 
as  the  consultant  for  the  Club's  Asian  games  section.  He  held  that  position  at  the 
time  I  was  appointed  as  Trustee.  The  federal  authorities  arrested  Mr.  Cheung  in 
March  1994. 

The  Bicycle  Club,  at  my  direction,  has  taken  significant  steps  to  attempt  to  pre- 
vent a  recurrence  of  the  type  of  conduct  that  resulted  in  Mr.  Cheung's  conviction, 
and  to  prevent  other  types  of  illegal  activities.  Since  the  August  1994  Federal  Court 
Order  which  confirmed  my  appointment  as  the  interim  General  Manager  of  the  Bi- 
cycle Club,  I  have  upgraded  the  Club's  security  systems,  surveillance  operation, 
credit  granting  and  collection  procedures,  audit,  cash  management  and  currency  re- 
porting procedures,  to  detect  and  to  deter  criminal  violations.  In  addition,  we  have 
entered  into  information  exchange  programs  with  other  casinos  in  California  and 
Las  Vegas.  Under  these  programs,  we  exchange  information  concerning  individuals 
who  may  be  engaging  in  suspect  activities.  Whenever  allegations  of  criminal  activi- 
ties at  the  Bicycle  Club  have  been  brought  to  my  attention,  I  have  conducted  an 
internal  investigation  of  those  allegations,  and  have  requested  that  they  be  inves- 
tigated by  law  enforcement  at  the  local,  state  and  federal  level.  Crime  has  de- 
creased, not  increased,  since  my  appointment  as  Trustee.  I  believe  that  as  Trustee, 
I  have  taken  all  appropriate  steps  to  attempt  to  eliminate  criminal  activity  at  the 
Bicycle  Club  and  to  institute  controls  at  the  Bicycle  Club  to  protect,  preserve,  and 
increase  the  value  of  this  asset. 

Despite  this  success  story,  my  experience  has  given  me  some  insights  which  I 
would  like  to  share  with  you  regarding  the  U.S.  Government's  management  of  as- 
sets which  are  ongoing  businesses: 

(1)  This  partnership  interest  in  a  card  club  casino  is  a  unique  and  complicated 
asset.  The  LCP  and  joint  venture  partnership  agreements,  the  forfeiture  settle- 
ments, the  California  state  and  local  gaming  laws,  and  the  ongoing  litigation 
and  the  appeal  of  the  criminal  conviction  by  one  of  the  defendants,  affected  the 
ability  of  the  United  States  to  quickly  dispose  of  its  interests  in  the  Bicycle 
Club.  As  a  result,  a  Court-appointed  and  court-supervised  Trustee  was  essential 
for  the  U.S.  Government  to  preserve  its  asset  and  to  fulfill  its  fiduciary  respon- 
sibilities under  federal  and  state  law. 

(2)  A  Trustee,  in  a  situation  such  as  this,  where  there  are  competing  fiduciary 
duties,  must  exercise  his/her  independent  business  judgment.  The  Trustee  for 
overseeing  a  forfeited  asset  is  analogous  to  a  court-appointed  Receiver  for  busi- 
nesses seized  by  the  Securities  Exchange  Commission,  or  a  Chapter  11  Bank- 
ruptcy Trustee,  and  like  Receivers  and  Bankruptcy  Trustees  should  be  under 
a  Court's  supervision  and  protection.  A  U.S.  Government  employee  cannot  serve 
as  the  general-partner  of  a  California  partnership,  or  the  administrative  officer 
of  a  gambling  casino,  without  violating  one  or  more  federal  regulations.  How- 
ever, the  U.S.  Government  needs  to  provide  some  guidance  to  Trustees  and  pro- 
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cedures  for  auditing  their  performance.  Therefore,  I  suggest  that  procedural 
rules  and  regulations  be  promulgated  for  Trustees  who  are  tasked  with  respon- 
sibilities for  ongoing  businesses. 

(3)  A  Trustee's  compensation  must  be  high  enough  to  attract  capable  people 
to  perform  the  job  as  Trustee,  including  compensation  for  the  Trustee's  staff  (ac- 
countants, lawyers),  etc.  In  my  case,  e.g.,  the  compensation  was  appropriate  and 
commensurate  with  my  responsibilities.  To  give  you  some  insight  into  com- 
parable salaries  for  similar  duties,  the  Bicycle  Club's  General  Manager,  George 
Hardie,  was  paid  over  $580,000  in  salary  and  benefits  in  1993.  Under  the  part- 
nership agreement  and  subsequent  Court  orders,  the  Bicycle  Club's  Administra- 
tive Officer's  salary  and  bonus,  which  were  paid  to  the  U.S.  Government,  was 
$420,000  in  1994.  In  the  California  card  club  industry,  the  compensation  for  top 
executives  ranges  from  $250,000  to  over  $500,000.  However,  my  1994  compensa- 
tion, in  performing  both  the  jobs  of  General  Manager  and  Administrative  Offi- 
cer, and  the  job  of  Successor  Trustee,  totaled  $275,000. 

(4)  A  Trustee  in  Chapter  11  bankruptcy  proceedings  and  a  court-appointed 
Receiver  are  immune  from  lawsuits  related  to  the  performance  of  their  duties, 
absent  fraud  or  malfeasance.  A  Trustee  cannot  serve  in  the  roles  I  have  had 
to  assume  without  the  same  protection  from  frivolous  lawsuits  and  claims.  In 
my  case,  I  have  asked  the  U.S.  Government  for  written  confirmation  that  I  and 
my  family  have  these  protections,  but  have  not  received  it,  presumably  because 
the  U.S.  Government  agrees  that  the  law  provides  these  protections. 

Thank  you  for  this  opportunity  to  submit  this  statement  to  you.  I  will  be  happy 
to  answer  any  questions  that  the  Subcommittee  may  have,  and  look  forward  to  my 
appearance  before  you  on  March  19,  1996. 


85 


JBepartment  of  3uititt 


STATEMENT 

OF 

EDUARDO  GONZALEZ 

DIRECTOR 

U.S.  MARSHALS  SERVICE 

ACCOMPANIED  BY 

KENNETH  HOLECKO 

ASSISTANT  DIRECTOR 

AND 

GERALD  E.  McDOWELL 

CHIEF,  ASSET  FORFEITURE  AND  MONEY  LAUNDERING  SECTION 

CRIMINAL  DIVISION 

BEFORE  THE 

PERMANENT  SUBCOMMITTEE  ON  INVESTIGATIONS 

UNITED  STATES  SENATE 


CONCERNING 
THE  ASSET  FORFEITURE  PROGRAM 

PRESENTED  ON 
MARCH  19,  1996 


86 


Mr.  Chairman  and  Members  of  the  Subcommittee  -- 

I  appreciate  the  opportunity  to  appear  before  the 
Subcommittee  today  to  discuss  one  of  the  Department  of  Justice's 
most  important  law  enforcement  initiatives  --  the  asset 
forfeiture  program  --  and  in  particular  the  U.S.  Marshals 
Service's  management  of  seized  assets.   I  am  accompanied  by  my 
Assistant  Director,  Kenneth  Holecko,  and  Gerald  McDowell,  Chief 
of  the  Criminal  Division's  Asset  Forfeiture  and  Money  Laundering 
Section. 

As  you  are  aware,  pursuant  to  the  Comprehensive  Crime 
Control  Act  of  1984  (Public  Law  98-473) ,  the  Marshals  Service  is 
responsible  for  the  management  and  disposal  of  assets  seized  by 
investigative  agencies  participating  in  the  Department  of  Justice 
asset  forfeiture  program.   My  belief  in  the  value  of  this  law 
enforcement  tool  is  rooted  in  my  personal  experience.   I  have 
been  in  law  enforcement  most  of  my  adult  life,  starting  at  the 
Metro-Dade  Police  Department  in  Miami,  Florida,  in  1965.   In  the 
26-1/2  years  I  spent  with  Metro,  I  witnessed  first-hand  the 
ravages  visited  on  our  communities  by  drug  dealers  and  other 
criminals  whose  motivation  for  committing  crimes  was  to  support 
their  drug  habits. 
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I  witnessed  the  growing  despair  of  law-abiding  citizens,  the 
desperation  of  young  men  and  women,  suffocated  by  the  rising  tide 
of  criminality  in  their  schools,  their  jobs,  and  , their 
neighborhoods.   As  I  rose  through  the  ranks,  I  experienced  the 
frustration  that  came  from  our  inability  to  respond  other  than 
through  traditional  methods  which  had  already  proven  to  be 
ineffective . 

Relief  did  come  to  Dade  County  and  countless  other 
jurisdictions  across  the  nation,  however,  in  the  form  of  asset 
forfeiture  and  equitable  sharing  programs.   These  programs 
provided  the  impetus  to  forego  "turf  wars"  and  to  focus  instead 
on  cooperative  efforts  which  would  benefit  our  law-abiding 
citizens  while  striking  fear  in  the  hearts  of  criminals. 

As  more  joint  efforts  were  launched,  more  criminals  were 
arrested  and  more  assets  were  seized.   As  these  funds  started  to 
flow  into  the  agency,  Metro-Dade  was  able  to  move  more  effective 
law  enforcement  strategies  from  the  planning  table  to  the  streets 
of  the  community. 

It  was  these  equitable  sharing  funds  that  enabled  Metro-Dade 
to  launch  its  nationally  recognized  Tactical  Narcotics  Teams 
(TNT) ,  a  policing  strategy  that  reflected  the  basic  tenets  of 
community  policing:   consultation  with  the  community  to  determine 
its  needs,  the  adaptation  of  policing  strategies  to  meet  those 
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needs,  and  a  mobilization  of  the  agency  and  the  community. 

These  funds  also  enabled  us  to  pilot  the  DARE  program  -- 
which  has  gained  national  recognition  for  its  success  in  raising 
drug  awareness  and  promoting  drug  resistance  among  school -age 
children  --  and  eventually  to  install  it  in  all  of  the  middle 
schools  of  Dade  County.   And  these  funds  enabled  community-based 
groups  to  take  young  men  and  women  who  had  had  minor  scrapes  with 
the  law  and  to  provide  them  with  the  education  and  skills  to  make 
them  productive,  rather  than  destructive,  members  of  the 
community. 

As  Chief  of  Police  in  Tampa,  Florida,  I  saw  asset  forfeiture 
proceeds  used  to  fund  school  resource  officers  --  police  assigned 
to  local  schools,  bringing  stability  and  guidance  to  their  areas. 
Funds  were  also  used  to  support  narcotics  investigations. 

In  my  opinion,  asset  forfeiture  is  one  of  the  most  effective 
law  enforcement  tools  we  have.   It  is  a  critically  important 
element  of  the  Department  of  Justice's  law  enforcement  efforts, 
and  there  is  no  question  in  my  mind  that  the  program,  by  any 
measure,  is  a  success.   It  advances  important  national  law 
enforcement  objectives  in  two  major  respects. 

First,  and  fundamentally,  the  primary  purpose  of  the 
forfeiture  laws  is  to  deter  criminal  activity  by  depriving 
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criminals  of  property  used  or  acquired  through  illegal 
activities.   Separating  the  criminal  from  the  fruits  of  his  crime 
is  a  major  goal  of  any  case  involving  asset  forfeiture,  and 
whether  any  such  case  is  a  success  or  not  has  to  be  judged,  in 
large  part,  by  whether  this  goal  was  accomplished.   Criminals 
must  not  be  allowed  to  view  a  jail  sentence  as  simply  a  cost  of 
doing  business,  a  temporary  interruption  in  their  otherwise 
luxurious  life  styles.   Throughout  my  career  in  law  enforcement, 
I  too  often  heard  criminals  say  that  they  would  gladly  trade  time 
in  prison  for  a  millionaire's  life  after  their  release.   Asset 
forfeiture  has  shattered  that  fantasy  in  countless  cases. 

Second,  through  the  asset  forfeiture  statute's  "equitable 
sharing"  provisions,  the  forfeiture  program  provides  critical 
resources  to  state  and  local  law  enforcement.   Equitable  sharing 
of  seized  assets  encourages  higher  levels  of  cooperation  among 
law  enforcement  agencies,  and  the  citizens  in  our  communities  are 
the  beneficiaries  of  these  cooperative  efforts. 

We  can  all  agree  that  there  is  a  sense  of  poetic  justice  in 
the  way  the  asset  forfeiture  program  shifts  funds  generated  by 
criminal  enterprises  and  uses  them  to  fight  crime.   Since  the 
equitable  sharing  program  began  in  1985,  the  Justice  Department 
has  transferred  over  $1.6  billion  to  State  and  local  law 
enforcement  agencies  to  use  in  their  communities.   Attached  for 
the  record  are  the  most  recent  state-by-state  equitable  sharing 
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statistics. 

It  is  obvious  that  the  amount  of  funds  available  for 
equitable  sharing  will  be  maximized  through  an  efficient  and 
professionally  managed  seized  assets  program.   Mr.  Chairman,  this 
committee's  devotion,  and  your  personal  dedication,  to  improving 
the  economy  and  efficiency  of  government  operations  is  renowned, 
and  I  want  to  assure  you  of  my  shared  commitment  to  that  goal. 

Upon  becoming  Director  of  the  Marshals  Service,  I  fully 
embraced  the  principles  of  the  President's  National  Performance 
Review  to  create  a  government  that  costs  less  and  works  better. 
To  that  end,  at  our  House  appropriations  hearings  last  March,  I 
committed  to  improving  the  overall  operation  of  our  seized  asset 
management  program  through  a  major  structural  reorganization.   It 
will  not  only  improve  our  business  practices,  but  also  will 
strengthen  our  oversight  of  the  program.   I  hope  that  this 
reorganization  will  be  cleared  by  our  oversight  committees 
quickly,  so  that  we  can  implement  these  valuable  reforms. 

At  last  year's  appropriations  hearing,  I  also  committed  to 
reducing  our  seized  asset  inventory  before  my  next  appearance 
before  that  committee.   I  am  pleased  to  tell  you  that  we  have 
done  so.   Between  July  1995  and  November  30,  1995,  we  reduced  our 
inventory  of  salable  properties  that  have  been  forfeited  for  more 
than  a  year  by  35%,  from  751  to  489.   Of  these  489,  136  currently 
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have  firm  contracts  for  sale,  31  are  scheduled  for  auction,  16 
will  be  disposed  of  through  Weed  and  Seed,  and  130  are  being 
actively  marketed  and  targeted  for  sale  before  April  1,  1996. 

In  addition,  of  the  489  properties,  there  are  129  which  we 
are  not  legally  authorized  to  dispose  of  at  this  time,  generally 
because  of  the  nature  of  the  asset  or  the  appeal  status  of  the 
forfeiture.   This  means  that  only  47  overage,  readily  saleable 
properties  will  probably  not  be  disposed  of  by  April  1,  1996. 

I  have  instituted  other  management  reforms.   In  August  1995, 
all  district  offices  were  required  to  submit  marketing  plans  for 
any  forfeited  properties  that  had  been  in  their  inventories  for 
over  one  year.  These  plans  were  carefully  reviewed  and  each  U.S. 
Marshal  received  a  personal  response  from  me  regarding  their 
district  plan.   Each  Marshal  was  also  advised  that  he  or  she 
would  be  held  personally  responsible  for  seized  asset  management 
in  his  or  her  district. 

Currently,  we  are  engaging  Arthur  Andersen  &  Co.,  one  of  the 
"Big  Six"  accounting  firms,  to  develop  a  comprehensive  quality 
program,  which  will  include  process  reviews  of  our  overall 
strategy  for  the  management  and  disposition  of  seized  assets. 
This  program  will  give  each  district  the  skills  and  tools  it 
needs  to  manage  its  seized  assets  program  effectively. 
Additionally,  we  are  in  the  process  of  organizing  a  title 
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symposium  in  conjunction  with  the  American  Land  Title  Association 
in  an  effort  to  educate  the  title  insurance  industry  about  the 
forfeiture  process,  thereby  making  it  easier  for  buyers  of 
forfeited  property  to  obtain  title  insurance.   The  end  result 
will  be  the  expeditious  disposal  of  properties  that  would  have 
otherwise  been  difficult  to  sell. 

Our  increased  emphasis  on  strategic  planning  and  marketing, 
along  with  the  personal  involvement  of  each  Marshal,  is  already 
showing  results.   For  example,  the  Central  District  of  California 
(Los  Angeles) ,  which  has  the  largest  real  property  inventory  in 
the  nation,  has  gone  from  431  properties  in  August  1994  to  160 
properties  at  present  --a  63%  reduction.   A  major  reason  for  Los 
Angeles'  success  has  been  its  development  of  several  creative 
marketing  strategies.   One  of  those  strategies  includes  the 
disposal  of  25  mostly  over-aged  residential  real  properties  by 
auction  through  the  General  Services  Administration.   This 
auction  came  to  be  known  as  the  "203K  Auction, "  because  the 
District  identified  several  properties  as  potentially  eligible 
for  a  203K  approved  loan,  under  which  the  buyer  not  only  finances 
the  price  of  the  property,  but  also  the  cost  of  the  repairs, 
which  rolls  into  a  30-year  mortgage.   This  enables  many  buyers 
the  opportunity  of  purchasing  a  home  they  otherwise  might  not 
have.   The  Marshal  in  Los  Angeles  has  told  me  that  his  ability  to 
apply  his  knowledge  of  the  local  market  had  been  a  significant 
factor  in  the  eventual  sale  of  the  properties.   It  is  clear  that 
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placing  authority  and  responsibility  with  a  manager  in  the 
affected  area  produces  results. 

Several  other  districts  have  participated  in  a  project 
called  "Government  Owned  Real  Estate"  (G.O.R.E.),  under  which 
dif f icult-to-sell  properties  held  by  a  number  of  federal  agencies 
were  disposed  of  through  auction.  Three  U.S.  Marshals  Service 
employees  received  Hammer  Awards  from  the  Vice  President  for  work 
on  the  G.O.R.E.  project.   Other  large  districts  throughout  the 
country  are  also  pursuing  this  strategy  of  combining  resources 
with  other  government  agencies  and  disposing  of  properties 
through  auctions. 

The  Marshals  Service  reorganization  envisions  streamlining 
the  seized  asset  management  structure  by  eliminating  seized  asset 
regional  offices  and  granting  more  authority  to  the  Marshals  in 
the  various  districts.   It  also  provides  for  the  establishment  of 
performance  standards  and  strengthening  of  our  oversight  program. 
Oversight  will  be  enhanced  through  the  reassignment  of  10 
personnel  from  these  regional  offices  to  our  Program  Review 
Division.   Our  goal  is  to  review,  on  an  annual  basis,  the  20 
largest  districts,  which  manage  80%  of  the  total  inventory. 

Our  seized  assets  performance  standard  establishes  the  goal 
of  disposing  of  real  property,  within  one  year  of  seizure,  at  85% 
of  the  appraised  value.   Each  district  will  be  measured  against 

8 


94 


this  standard,  and  assistance  will  be  provided  to  districts 
experiencing  difficulties  in  achieving  the  goal. 

But  we  are  not  waiting  for  the  completion  of  the 
reorganization  of  the  Marshals  Service.   We  already  are 
aggressively  pursuing  ways  to  make  the  program  better.   For 
example,  in  addition  to  establishing  a  comprehensive  quality 
program  in  November  1995,  we  awarded  a  contract  to  Price 
Waterhouse  to  perform  a  variety  of  business  services  nationwide, 
such  as  pre-seizure  planning,  business  valuations,  and  business 
disposals.   We  are  also  seeking  a  contractor  with  a  national 
reputation  for  expertise  in  property  management  and  marketing. 
We  anticipate  that  we  will  be  able  to  obtain  such  services  off 
the  GSA  schedule  and  begin  implementation  in  the  near  future.   In 
short ,  we  are  doing  much  to  make  our  asset  management  program 
businesslike  and  efficient. 

Although,  as  I  have  indicated,  the  asset  forfeiture  program 
is  a  law  enforcement  tool,  we  must  also  recognize  that  it  also  is 
a  complex  financial  and  management  operation.   During  FY  95  we 
disposed  of  31,615  assets  valued  at  $706  million.   We  also  took 
custody  of  32,315  new  assets  valued  at  $606  million. 

Some  of  these  assets  presented  novel  management  and 
disposition  issues.   For  example,  we  seized  two  medical  clinics 
and  a  laboratory  from  a  defendant  convicted  in  an  insurance  fraud 
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scheme.   The  ongoing  businesses  had  over  25,000  patient  files  and 
650  pieces  of  equipment  that  had  to  be  inventoried.   After  the 
successful  collection  of  outstanding  receivables  and  liquidation 
of  the  assets,  over  $1  million  was  recovered  by  the  government 
from  this  case. 

In  another  case,  the  Marshals  Service  took  custody  of  a  25- 
acre  vineyard  that  had  served  as  a  front  for  a  marijuana  growing 
operation.   We  sold  the  vineyard  for  $345,000,  or  90%  of  its 
appraised  value.   The  Marshals  Service  has  also  managed  and 
disposed  of  an  exotic  car  dealership  and  a  real  estate  business 
seized  in  a  drug  trafficking  and  money  laundering  case,  resulting 
in  a  recovery  of  over  $2.1  million  dollars  for  the  government. 

Should  we  back  off  from  seeking  forfeiture  of  a  criminal's 
assets  because  they  are  complicated  or  difficult  to  manage?   I 
don't  think  so.   In  fact,  I  know  that  we  can  never  let  criminals 
believe  there  is  a  safe  haven  to  hide  or  launder  their  dirty 
money.   Even  the  most  sophisticated  or  devious  criminal  must  be 
certain  of  our  resolve  to  track  down  their  ill-gotten  assets  and 
place  those  assets  at  the  disposal  of  the  law  abiding  community. 

The  Bicycle  Club,  which  your  Subcommittee  has  targeted  as  a 
topic  of  this  hearing,  is  one  example  of  this  resolve.   Before  I 
discuss  this  particular  case,  I  must  stress  for  the  record  that 
it  represents  but  a  tiny  fraction  of  the  entire  and  ever-changing 
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inventory  of  seized  assets  the  Marshals  manage.   Businesses  make 
up  less  than  six  hundredths  of  one  percent  of  our  total 
inventory,  and  the  Bicycle  Club  is  one  of  only  13  operating 
businesses  we  manage.   It  is  indeed  fortunate  that  these  assets 
are  rare,  because,  as  I  have  mentioned,  they  are  generally  the 
most  complex  and  time  consuming  to  manage  and  dispose  of. 

Bicycle  Club 

The  Bicycle  Club  is  a  card  club  casino,  licensed  by  the 
State  of  California  and  located  in  the  city  of  Bell  Gardens, 
California.   The  Club  was  largely  financed  with  the  proceeds  of  a 
massive  drug  trafficking  ring  which  literally  reached  across  the 
entire  United  States.   This  wasn't  any  low-level,  street  corner 
operation:   Barge  loads  of  marijuana  --  over  500,000  pounds,  in 
fact  --  were  smuggled  in  by  this  ring.   The  drugs  were  offloaded 
in  ports  including  San  Francisco;  New  Orleans;  Melbourne, 
Florida;  the  Brooklyn  Navy  Yard;  and  Bridgeport,  Connecticut. 

When  the  government  put  an  end  to  this  operation's  drug 
trafficking  and  consequent  money  laundering,  the  United  States 
acquired  an  interest  in  the  Club  through  forfeiture.   While  the 
description  of  the  process  through  which  the  government  acquired 
its  interest  is  complicated,  it  is  important  because  this 
sequence  of  events  led  to  many  of  the  circumstances  that  have 
made  operation  and  disposition  of  this  asset  a  unique  challenge 
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for  the  Marshals. 

In  1988,  Benjamin  Barry  Kramer  and  certain  co-defendants 
were  convicted  in  the  Southern  District  of  Illinois  of  conspiring 
to  import  and  distribute  marijuana  in  violation  of  21  U.S.C.  § 
841(a)  and  846,  and  of  being  principal  administrators  of  a 
continuing  criminal  enterprise,  in  violation  of  21  U.S.C.  §  848. 
The  jury  also  returned  a  special  verdict  ordering  Kramer  to 
forfeit  $60  million,  which  represented  a  portion  of  his  ill- 
gotten  gains  from  these  criminal  violations.    When  traced,  part 
of  the  marijuana  money  Kramer  was  ordered  to  forfeit  was 
demonstrated  to  have  been  invested  in  the  Bicycle  Club.   In 
short,  Kramer  used  the  Bicycle  Club  to  launder  the  huge  profits 
he  made  smuggling  drugs. 

Kramer's  money  laundering  was  intricate.   While  conducting 
his  drug  trafficking  operation,  Kramer  sent  his  drug  proceeds  to 
a  bank  in  Liechtenstein  from  whence  it  went  to  another  offshore 
entity  and  then  eventually  to  something  called  the  LCP 
Partnership  (LCP),  controlled  by  Sam  Gilbert.   Under  Gilbert's 
direction,  LCP  entered  into  a  joint  venture  with  another 
California  partnership.  Park  Place  Associates  (PPA) ,  run  by 
California  businessman  George  Hardie,  to  establish  the  Bicycle 
Club.   Michael  Gilbert,  Sam  Gilbert's  son,  assisted  his  father  in 
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the  money  laundering  and  acquired  a  portion  of  LCP  in  the 
process . 

When  federal  authorities  learned  about  this  money  laundering 
operation,  both  Ben  Kramer  and  Michael  Gilbert  (Sam  Gilbert  had 
died  in  the  interim)  were  prosecuted  in  the  Southern  District  of 
Florida  and,  in  1990,  convicted  of  violations  of  the  RICO 
statute   and  the  Travel  Act.    The  underlying  offenses  included 
the  laundering  of  about  $10.8  million  through  LCP  --  money  that, 
for  the  most  part,  had  been  derived  from  Ben  Kramer's  marijuana 
smuggling.   As  part  of  the  judgment  of  conviction,  Kramer  was 
ordered  to  forfeit  about  $10  million.   The  interests  of  Kramer 
and  Michael  Gilbert  in  LCP  were  also  ordered  forfeited.^ 

After  the  jury's  verdict,  the  entire  Bicycle  Club  --  the 
interests  of  both  LCP  (comprising  a  65%  interest  in  the  Club)  and 
PPA  --  were  ordered  forfeited  by  the  court.   But  because  PPA's 
interest  in  the  Bicycle  Club  had  not  been  obtained  with  Kramer 
money,  PPA  subsequently  was  determined  to  be  an  innocent  owner 
and  its  interest  was  returned.   In  addition,  a  number  of  LCP 
partners,  pursuant  to  a  settlement  with  the  United  States,  were 
allowed  to  retain  varying  amounts  of  their  interests  in  the  LCP 


^   18  U.S.C.  §  1962. 

2   18  U.S.C.  §  1952. 

^U.S.  v.  Kramer,  et .  al . .  Case  No.  87-879-Cr-Roettaer (s) 
(S.D.  Fla.  1990) . 
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partnership.   One  of  the  LCP  partners,  M.  Dale  Lyon,  claimed  that 
he  was  an  innocent  owner  of  15%  of  the  LCP.   His  claim,  which  the 
government  contested,  led  to  lengthy  and  complicated  forfeiture 
proceedings  in  Florida  and  California.   Finally,  in  1993,  Lyon 
entered  a  plea  agreement  with  respect  to  criminal  charges 
relating  to  his  dealings  with  Kramer,  which  resulted  in  the 
forfeiture  of  his  LCP  interest.   As  a  result  of  the  Florida  and 
California  cases,  the  Government  acquired  a  55%  interest  in 
LCP.^ 

Because  of  the  multi- jurisdictional  nature  of  the 
forfeiture,  we  knew  management  decisions  about  the  Club  would  be 
difficult.   Representatives  of  the  United  States  Attorneys' 
offices  for  the  Southern  District  of  Florida  and  the  Central 
District  of  California,  the  Marshals  Service  headquarters  and  ils 
Los  Angeles  District  office,  and  the  Asset  Forfeiture  Office  (now 
the  Asset  Forfeiture  and  Money  Laundering  Section)  of  the 
Criminal  Division  therefore  formed  a  working  group  to  make  joint 
decisions  in  order  to  protect  the  United  States'  interest  in  the 
Club. 

From  the  time  the  Club  was  seized,  a  court -appointed  trustee 
has  managed  the  Government's  interest.   Consistent  with  the 


5  Approximately  9%  of  this  55%  interest  has  been  recently 

put  into  question  by  the  decision  in  U.S.  v.  Kramer  F.3d 

,  1996  WL  13778  (11th  Cir.,  January  16,  1996),  which  reversed 

the  Southern  District  of  Florida  forfeiture  of  Michael  Gilbert's 
interest  in  LCP. 
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court's  orders,  this  trustee,  in  turn,  has  been  overseen  by  the 
government  working  group.   The  Club's  then-existing  management 
team  was  left  in  place  by  the  District  Court  for  the  Southern 
District  of  Florida.   The  Court  appointed  the  Finance  Director 
for  the  City  of  Bell  Gardens  as  interim  trustee.   Because  the 
city  received  a  substantial  portion  of  its  revenues  from  the 
Club,  thereby  creating  a  potential  conflict  of  interest  for  the 
Finance  Director,  it  was  later  determined  that  he  should  be 
replaced.   The  government  working  group  conducted  a  search  for  a 
suitable  replacement  in  the  fall  of  1992. 

Harry  Richard,  a  former  CEO  of  Main  Street  Station  Casino 
and  Hotel  in  Las  Vegas  with  considerable  experience  in  the 
gambling  business,  was  ultimately  selected.   In  March  1993,  the 
Court  appointed  Mr.  Richard  as  successor  trustee. 

Due  to  the  nature  of  the  asset  and  other  circumstances, 
management  of  the  club  has  posed  significant  challenges.   For 
example,  the  Equal  Employment  Opportunity  Commission  (EEOC)  found 
that  under  the  management  of  the  then-General  Manager,  George 
Hardie,  the  Club  had  systematically  discriminated  against 
African- Americans  and  women.   Mr.  Hardie  failed  to  inform  Mr. 
Richard  of  the  EEOC  finding.   In  addition,  there  were  a  number  of 
lawsuits  involving  the  general  manager  that  exposed  the  Club  to 
significant  liability,  one  of  which  led  to  a  $10  million 
settlement  payment. 
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On  May  9,  1994,  the  non- government  members  of  LCP  demanded 
that  Mr.  Richard  remove  Mr.  Hardie  as  general  manager  due  to 
related  concerns  and  declining  Club  revenues.   Mr.  Hardie 
resigned  under  pressure  in  July  1994,  and  Mr.  Richard  assumed  the 
General  Manager's  role  in  addition  to  his  responsibilities  as 
trustee. 

Having  fulfilled  an  important  law  enforcement  objective  by 
ending  the  money  laundering  of  drug  trafficking  proceeds  and 
forfeiting  the  interests  related  to  that  drug  trafficking,  we 
have  proceeded  diligently  to  sell  the  government's  interest  in 
the  Bicycle  Club  --a  process  that  we  concede  has  been  more 
lengthy  and  complicated  than  we  would  have  liked.   While  several 
previous  potential  deals  have  fallen  through  due  to  insufficient 
offering  price  or  lack  of  solid  financing,  I  am  pleased  to  tell 
the  Subcommittee  today,  as  the  Department  informed  you  last  week, 
that  we  have  signed  a  letter  of  intent  for  the  sale  of  the 
government's  interest  in  the  Bicycle  Club.   We  hope  to  conclude 
this  agreement  in  the  very  near  future. 

Although  our  overriding  goal  since  forfeiture  has  been  to 
sell  the  government's  interest  in  the  Club,  we  have  had  a  duty  as 
temporary  owner  of  a  significant  interest  in  the  Club  to  preserve 
this  asset  pending  sales  efforts.   Our  review  of  the  Club's 
performance  reveals  that,  since  the  ouster  of  the  former  general 
manager  in  1994,  the  Government  trustee  has  successfully 

16 


102 


maintained  the  value  of  the  Bicycle  Club  and  revenues  have 
remained  high,  despite  increased  competition  from  new  and 
existing  casinos  in  the  area,  removal  of  the  Asian  games 
contractor  whose  illegal  activities  brought  in  millions  of 
tainted  dollars,  and  other  factors  outlined  above.   Attached  for 
the  record  is  a  copy  of  the  most  recent  review  of  the  Bicycle 
Club  that  was  prepared  by  Don  Kelly  and  Company,  an  independent 
financial  management  firm. 

Considering  the  effects  of  these  outside  market  forces,  the 
financial  position  of  the  Club  has  improved.   The  financial 
indicators  of  the  Bicycle  Club  are  as  follows: 

FINANCIAL  INDICATORS  OF  THE  BICYCLE  CLUB 


DESCRIPTION 
(IN  THOUSANDS) 

AUDITED 
1989 

NOVEMBER 
1995 

PERCENT 
CHANGE 

TOTAL  ASSETS 

TOTAL  LIABILITIES 
PARTNERS'  CAPITAL 

$32,179 

24,819 

7,360 

$35,373 

18,291 
17,082 

10% 
<26%> 

132% 

TOTAL  LIABILITIES 
AND  EQUITY 

32,179 

35,373 

10% 

It  is  important  to  note  that  our  management  of  the 
Government's  interest  in  the  Club,  though  lasting  longer  than  we 
would  have  hoped,  has  not  cost  the  taxpayers  a  single  penny. 
Quite  to  the  contrary,  the  government  has  received  income  of 
approximately  $6  million  each  year  from  Club  distributions,  which 
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has  vastly  outpaced  our  expenses  related  to  the  Club,  and  has 
provided  significant  non-taxpayer  deposits  to  the  Assets 
Forfeiture  Fund. 

Lessons  Learned 

Hopefully,  the  Marshals  Service's  relationship  with  the 
Bicycle  Club  is  near  an  end.   We  have  learned  much  from  this 
experience,  and  it  is  clear  that  we  made  some  mistakes  in  our 
management  and  oversight.   We  are  moving  forward  aggressively  to 
address  the  problems  that  have  been  uncovered.   Among  the  lessons 
we  have  learned,  and  the  steps  we  are  taking,  consistent  with 
existing  statutory  authority,  are  these: 

•     I  have  instructed  Mr.  Holecko  to  conduct  a  rigorous 

internal  review  of  our  involvement  in  the  oversight  of 
the  trustee  for  this  asset.   I  also  have  asked  the 
Inspector  General  of  the  Department  to  perform  a 
"cradle-to-grave"  review  of  the  management  of  the  Club. 
In  addition,  the  IG  and  the  Marshals  have  contracted 
for  an  audit  of  the  fees  charged  by  the  trustee's 
attorney.   Based  on  the  auditor's  recommendations,  the. 
Service  has  requested  additional  information  from  the 
trustee's  lawyer  to  support  his  claim  for  fees. 
Finally,  the  Service  has  used  its  contract  with  Price 
Waterhouse  to  complete  an  audit  of  the  trustee's 
payments.   That  report  is  complete,  and  we  are  working 
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with  the  trustee  to  implement  its  recommendations. 

•  The  Marshals  Service  must  play  an  integral  role  in  any 
pre-seizure  planning,  including  obtaining  our 
concurrence  if  trustees  are  to  be  used  in  the 
management  of  property.   The  1990  seizure  of  the 
Bicycle  Club  predated  issuance  of  the  Department's 
updated  policy  on  pre-seizure  planning  in  1994;   many 
of  the  problems  involved  in  management  of  this  asset 
could  have  been  avoided  if  that  policy  had  been  in 
effect . 

•  We  are  developing  trustee  qualifications  guidelines 
that  will  specify  what  experience  and  background  to 
look  for  in  trustees  before  we  appoint  someone  to  serve 
in  that  capacity. 

•  We  are  developing  a  policy  which  defines  the  scope  of  a 
trustee's  duties,  and  which  establishes  a  formal  role 
for  the  Marshals  Service  in  the  oversight  of  trustees. 

•  We  are  developing  standard  contracts  that  we  can  enter 
into  with  trustees  and  their  attorneys. 

•  We  will  require  trustees  to  prepare  budgets  for  their 
management  activities  and  have  those  budgets  approved 
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in  advance.   In  the  same  vein,  we  will  develop 
guidelines  on  trustee  compensation. 

•  We  will  subject  trustees  to  annual  audits  of  their 
finances  and  operations,  along  with  contract  management 
reviews  of  the  trustees. 

•  We  intend  to  strengthen  the  internal  oversight  of 
trustees  by  carefully  segregating  their  authorization, 
certification,  and  payment  responsibilities. 

Finally,  I  want  to  address  one  specific  aspect  of  the 
Bicycle  Club's  operations  that  is  of  concern  to  both  the 
Department  of  Justice  and  the  Subcommittee:   the  Club's  political 
contributions  to  committees  supporting  or  opposing  ballot 
referenda  as  well  as  to  individual  candidates  and  parties.   Mr. 
Chairman,  we  all  know  that  gambling  is  a  heavily  regulated 
industry  and  that  the  gaming  industry  is  an  active  participant  in 
the  political  process.   As  a  matter  of  fact,  a  recent  Sacramento 
Bee  story  stated  that  two  dozen  of  California  largest  gambling 
interests  made  $3.3  million  in  campaign  and  lobbying  expenditures 
in  1994  alone. 

It  may  make  sound  business  sense  for  a  gambling  operation 
such  as  the  Bicycle  Club  to  make  political  contributions  to 
candidates  as  well  as  to  committees  involved  in  ballot  issues 
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that  could  affect  the  club's  competitive  standing.   The  fact  that 
the  government  owns  part  of  this  business,  however,  brings 
different  factors  into  play.   Accordingly,  the  Department  has 
determined  that  such  contributions  are  inappropriate,  and  we  have 
taken  the  following  steps  in  regard  to  this  matter: 

•  The  Service  has  instructed  the  trustee  not  to  make  any 
other  political  contributions  as  long  as  the  Federal 
government  holds  an  interest  in  the  Club. 

•  I  have  referred  this  matter  to  the  Department's 
Inspector  General  as  part  of  his  review  of  the  Club,  in 
order  to  determine  the  legality  as  well  as  the 
propriety  of  the  contributions  that  have  been  made. 

•  In  the  future,  Marshals  Service  policy  guidelines  on 
trustee  operations  which  I  mentioned  earlier  will 
preclude  such  contributions. 

Conclusion 

The  Bicycle  Club  has  presented  management  and  legal  issues 
unlike  any  other  property  in  the  history  of  the  Marshals 
Service's  seized  asset  program.   It  was  a  challenge  we  accepted 
because,  as  I  said  before,  there  must  be  no  safe  haven  for  the 
proceeds  of  a  criminal  enterprise.   I  promise  you  that  we  will 
not  shrink  from  our  duty  to  combat  sophisticated  criminals  and 
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forfeit  their  ill-gotten  assets  just  because  they  may  be  clever 
enough  to  invest  their  money  in  businesses  that  are  difficult  to 
manage.   We  look  forward  to  working  with  the  Subcommittee  in  our 
efforts  to  ensure  that  crime  literally  does  not  pay. 
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HABRY  J.  BICHABD 


Sen8ta  Peimaneirt  Subcommittee 
M  Imvtifatioas 

HHIWTO       ^ 


miYenaOaCmat 
Hemknam,  Ntrada  89014 


QBk*  (702)  387-1344 
Cdbdar  (702)375-7599 


PROFESSIONAL  EXPERIENCE 


Prasvn^ 
3/1993  - 


ntnj  njmms  mryrm  mm 

Smmxor  Tnatee,  Gtatnt  Partmer  aad  AJmttriitratlfe  Ojparjar  UtiU^ 
Stata  MarAai  Stniet  Saad  Asset  DMdem.  Court  Appointed 
Trustee,  General  Partner  and  Adminiatratlve  Officer 
overseeing  all  day-to-day  operations  of  the  world's 
largest  Card  Casino  in  Bell  Gardens,  California 
having     200     gaming  tables  and     1.950     en^loyees. 


3/1993 
7/1992 


RADGEK  GAMING.  INC 

fnaUeat  tf  ^Bmdgtr  Gamiag,  be.  President  of  Gaming 
Consultant  Company  providing  turnkey  set-up, 
planning,  training  and  hiring  of  new  casino 
operations  at  various  Hotel/Casinos  throughout  the 
United  States,  Caribbean  and  Europe. 


7/1992 
5/1992 


MAOf  SnEET  STATION  CASINO  A  HOTEL 

OdrfExeaOtre  Officer.  Responsible  for  all  operations  of 
a  430  room  Casino/Hotel  with  30,000  sg.  ft.  Casino, 
850   Slots,    6  Food  Outlets   and  750   eoployees. 


5/1992 
1/1991 


HOTEL  SAN  REMO  CASINO  A  RESORT 

Seaxar     Vict     Pnddeat     t^    Opera&oas.  Operational 

responsibility  for  the  following  Departments: 
Hotel  Operations,  Pood  &  Beverage,  Advertising  & 
Publicity,  Entertainment,  Bus  Program,  JunJcets, 
Casino  Special  Events,  Casino  Meirketing, 
Engineering,  Purchasing,  MerchJuidiBing ,  Security, 
Slot  Club,   Sales  and  Marketing. 

Supervised  the  construction  of  450  room  tower 
euidition  and  implemented  plans  in  all  operational 
areas  for  hotel  exp2msion. 
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12/1990 
1/1989 


MGMMAItlNA  CASINO  A  HOTEL 

Jilct PnsUtMt  cfOperaOams.  Operational  reaponaibility  for 
the  following  Depaxtaents:  Hotel  Operations,  Pood 
&  Beverage,  Casino  Credit,  Advertising  &  Publicity, 
Entertainment,  Bvla  Program,  Junkets,  Casino  Special 
Events,  Casino  Marketing,  Engineering,  Purchasing, 
Merchandising,   Casino  Host,    Sales  and  Marketing. 

Supervised  coo^lete  refurbishment  and  developed 
marketing  plan   for  this   700   room  Ectel/Caalno. 


12/1988 
10/1986 


CUES4SS  PALACE  CASINO  A  HOTEL 

net  Pmidmt  ^Stksatarbaag.  Developed  and  in^lenented 
all  room  night  sales,  goals  and  strategies  for  this 
1,650  room  Hotel  6  Casino  and  100,000  sq.  ft. 
convention  coo^lex. 

Directed  advertising  campaign  for  the  Sales 
Department  and  developed  the  sales  and  marketing 
plan. 


10/1986 
03/1983 


rJRfSJf^  P4LACE  CASINO  A  HOTEL 

Axxlstamt  Vice  Prakkat  tf  Hotel  Operatlaiu.  Supervised  1,000 
employees  in  the  daily  operation  of  the  Hotel  & 
Casino  and  meuiaged  an  annual  operating  budget  o£ 
$19.5  million. 

Directed  operations  of  the  following:  room  sales, 
room  reservations,  front  desk,  housekeeping, 
porters,  housemen,  parking  ajid  bell  services,  PBX, 
merchandising,  swimming  pool,  tennis  facility, 
beauty  aalon,  health  club,  mail  room,  guest 
relations,  convention  services  emd  tour  &  travel 
program. 


3/1983 
5/1982   - 


rAR^lff:  PAIACB  CASINO  A  HOTEL 

ExgeaSrtDinctorcf  Sales.  Directly  supervised  convention 
sales,  services  and  tour  S  travel  departments  for 
this  1,800  room  property. 

Developed  goals  and  objectives  for  Sales  Department 
redirecting  the  sales  strategy.  This  became  the 
foundation  for  substantial  growth  over  the  next  six 
years. 
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5/1982         rAKfURK  f^LJCE  CASINO  A  HOTEL 
6/1978  - 

DirtelartfCataiag.     Incre&sed  sales  from  $3  Million  to 

$5  Hillion  zmnaally. 

Hirad  (cmd  fired.},  trained,  scheduled,  motivated 
and  aapervised  100-)-  staff  and  created  ea^loyee 
aanoals,  detailed  hotel  policies  and  established 
guidelines . 

Coordinated  ed.1  Hotel  S  Casino  party  services, 
created  and  developed  themes,  menus  and 
entertainment  in  the  10,000  sq.  ft.  con^lex. 

VNTrEDSlATBS  AIR  FORCE 

Chief  of  Protocol  responsible  for  planning  and 
conducting  over  195  VIP  visits  annually  of  both 
military  and  government  offici£ils. 

Test  Project  Manager:  developed  requirements, 
established  budget,  conducted  tests,  published 
reports  and  conducted  worldwide  briefings  on 
operational  procedures. 

Two  combat  tours  in  South  Bast  Asia. 

Retired  with  the  reuik  of  Major  with  twenty  years 
service. 


EXCERPT  FRCM: 
LLS.  Orpartfnml  of  Justin 

WVJiingion    DC   205TO 
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July  1990 
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VI.   SALE  OF  SEIZED  AND  FORFEITED  PROPERTY 

A.  Pre-Forfeiture  Sale  of  Seized  Property 

1.  Pre-forfeiture  sale  of  property  (i.e., 
interlocutory  or  stipulated  sale)  is  favored  as  a 
means  of  preserving  asset  value  and  mitigating 
asset  management  expenses. 

2.  The  United  States  Attorney  shall  consult  with  the 
investigative  bureau  and  the  U.S.  Marshals  Service 
to  determine  the  status  of  any  requests  for 
equitable  transfer  or  petitions  for  remission  or 
mitigation  prior  to  seeking  a  pre-forfeiture  sale 
of  property  pending  judicial  forfeiture. 

3.  Proceeds  from  any  pre-forfeiture  sale  shall  be 
promptly  deposited  into  the  Seized  Asset  Deposit 
Fund  unless  otherwise  ordered  by  the  Court. 

B.  Sale  of  Forfeited  Property 

1.  Upon  the  successful  completion  of  the  forfeiture 
action  and  if  the  property  is  not  placed  into 
official  use  or  transferred  to  a  federal,  state, 
or  local  agency,  it  shall  be  promptly  sold  and  the 
proceeds  of  sale  promptly  deposited  in  the  Fund. 

2.  Investigative  bureaus  and  the  United  States 
Attorneys'  offices  shall  promptly  notify  the 
U.S.  Marshals  Service  of  all  relevant  facts 
affecting  the  forfeited  property.  Relevant 
facts  include,  but  are  not  limited  to: 

a.  Outstanding  bills,  invoices,  orders  of 
mitigation  and  remission  of  forfeiture; 

b.  Orders  of  transfers  to  federal,  state  and 
local  agencies; 

c.  Orders  of  designation  for  official  use  by 
Department  components  if  known;  and, 

d.  Appraisals. 

Based  upon  these  and  other  relevant  factors,  the 
U.S.  Marshals  Service  shall  promptly  and  appropri- 
ately dispose  of  the  property. 


DIRECTIVE  NO.  5 
pg.  16/33  -  1990 
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V.i-.TT2D  STATES  DISTRICT  CCuT.T 
FCK  TilS  ijCUTHER-T  DISTRICT  CT  TLC^IDA 


UNITED  STATES  O?  AlffiRICA, 
Plaintiff, 
V. 

BENJAMIN  BARRY  KRAMER,  ET  AL . , 
Defendants . 


Case  No.  87-879-CR- 
ROETTGER(s) 


GOVERNMENT  AND  SUCCESSOR  TRUSTEE  SUBMISSION 
REGARDING  PROPOSED  OPERATIONAL  BUDGET 

January  1,  1995  through  December  31,  1995 

The  Court-appointed  Successor  Trustee,  Harry  J.  Richard,  by 
and  through  his  attorney,  James  F.  Lisowski,  Sr.,  Esq.,  hereby 
submits  for  the  approval  of  this  Court  a  Proposed  Operational 
Budget  for  the  Successor  Trustee  for  the  period  of  January  1,  1995,- 
through  December  31,  1995. 

BACKGROUND 

On  March  29,  1993,  this  Honorable  Court  signed  an  Order 
appointing  Harry  J.  Richard  as  Successor  Trustee,  purcuant  to  18 
U.S.C.  §  1963(e),  to  accomplish  the  management,  protection  and 
oversight  of  the  interests  of  the  United  States  in  LCP  Associates, 
Ltd.,  and  the  Bell  Gardens  Bicycle  Club  (hereinafter  "Bicycle 
Club")  pursuant  to  the  terms  of  the  Court's  Order. 

On  Novemiber  22,  1993,  upon  Motion  of  the  Successor  Trustee, 
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■■■cxcr.  the  CGn.-jj.?."r3nc  r  dI  the  United  ■3t.";tes  Covernr.^.er.c .  and  over  tha 
ohjection  of  George  Hardie  and  Park  Place  Associates,  this  Court 
entered  an  Order  modifying  the  previous  Order  of  March  29,  1993, 
v/hereby  the  Successor  Trustee  succeeded  to  all  of  the  rights, 
privileges,  interests,  claims,  and  securities  of  the  General 
Partner  of  LCP  Associates  Limited  and  as  the  Administrative  Officer 
of  the  Bicycle  Club.  The  Order  further  granted  authority  to  the 
Successor  Trustee  to  sell  to  a  prospective  purchaser  all  of  the 
Government's  acquired  interest  in  LCP  Associates  Limited  and  the 
Bicycle  Club  on  behalf  of  and  with  the  approval  of  the  Government. 
On  August  1,  1994,  pursuant  to  Order  of  this  Court,  the  Successor 
Trustee  further  assumed  the  role  of  Acting  General  Manager  of  the 
Bicycle  Club.  The  addition  of  the  acting  general  manager  duties 
has  greatly  increased  the  time  and  effort  expended  by  the  Successor 
Trustee  and  his  staff  in  performing  their  numerous  duties  of  the 
Club.  The  events  surrounding  the  replacement  of  George  Hardie  as 
General  Manager  of  the  Club,  the  sale  of  the  Government's  interest 
in  the  Club,  meetings  involving  the  United  States  Marshals  Service 
and  the  Department  of  Justice,  matters  involving  Holman  Cheung  and 
the  current  E.E.O.C.  litigation  greatly  increased  the  anticipated 
legal  fees  for  1994.  The  Successor  Trustee  further  anticipates 
additional  legal  fees  for  1995  in  relation  to  the  sale  of  t"  e  Club 
and  possible  litigation  involving  interested  parties. 

By  terms  of  the  March  29,  1993  Order  the  Successor  Trustee  is 
to  submit  to  the  Court,  each  year,  for  its  approval  a  budget 
providing  for  the  r.;asonable  and  necessary  compensation  and  other 
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expenses  of  tl-.c-  Successcr  Trustee  and  his  scaff.  This  budget  was 
prepared  and  approved  by  tne  United  States  Marshal's  Service  for 
Asset  Forfeiture  in  con] unction  wich  the  Successor  Trustee  and  m 
consultation  with  ether  government  agencies  regarding  budgets  for 
Trusts  of  active  businesses. 
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3ZLL  GARDENS  BICYCLE  CLTJ3  SUCCZ2S0?.  TRUSTEE'  3 
PROPOSED  OPERATIONAL  Ti^LVE  MONTH  BUDGET 


Cateqors'-  of  Expense 


Estimated 
Amount 


Personnel 


Outside  Financial  Accounting  Advisor 

Outside  Legal  Counsel 

Secretary /Bookkeeper /Receptionist 
[Secretarial,  Receptionist,  Filing 
and  Record  Keeping  Ser-'/ices  to  be 
rendered  by  Legal  Counsel's  staff 
as  part  of  fixed  fees] 

Successor  Trustee  - 


•$93,280.00- 
$108,600.00 


-0- 

$212,000.00 


Successor  Trustee/Government  Portion 
PICA  &  Medicare 


$8,000.00 


Subtotal :  Personnel 


$421,880.00 


Non- Personnel 


Reproduction  of  Court  Documents  and 
other  outside  copying  $2,000.00 

Space  Rental  (Los  Angeles)  -  Provided  at  Club  -0- 

Space  Rental  (Las  Vegas)  -  Provided  by 
Successor  Trustee's  attorney  at  his  office  -0- 

Office  Equipment  (facsimile,  telephone,  word 
processor,  PC,  etc.)  $2,000.00 

Communications  (telephone,  messenger,  postage, 
Federal  Express  delivery  service  -  necessitated 
by  the  frequent  use  of  overnight  delivery  of 
documents  to  the  Court  and  those  on  service 
list)  $15,000.00 

Travel  Expenses  for  Successor  Trustee  &  Staff     $30,000.00 

Office  Supplies  and  General  Services  $2,000.00 
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jr.eral   CorriTiirciaj.    IiiSuroiics  ar.ci  Trustee's   iscr.d 
^o  bo  decern-iined   ii   needed 


Specialized  Services: 

Attorneys'  Fees  -  y.atters  outside  of  the  scope 
of  the  original  legal  engagement  to  include 
matters  requested  by  the  United  States  Marshals 
Service  and  Department  of  Justice,  litigation, 
filing  of  extraneous  motions  and  Court 
appearances  and  attendances  at  meetings  with 
the  Government  Management  Group  $70,000.00 

Legal  Advisors  -  Affiliated  Counsel  -  Special 
Tax  Counsel  and  Florida  Counsel  if  needed 
4-5  hours  per  month  @  $200.00  per  hour  $5,000.00 

Financial /Accounting  Advisor /CPA 
(Preparation  of  Tax  Returns,  Audited  Reports, 
K-l's,  etc.)  $5,000.00 

Miscellaneous  S6. 000.00 

SubTotal  $558,880.00 

**<S180, 000.00> 

TOTAL  $378,880.00 

**    Minus  money  to  be  paid  United  States  Marshal's  Service  by 
Bicycle  Club  for  Administrative  Officer  Fee. 


Due  to  the  November  22,  1993,  Order  Modifying  the  Trustee's 
Rights,  Privileges,  and  Interests,  the  Government  receives  an 
additional  One  Hundred  Eighty  Thousand  Dollars  ($180,000.00)  per 
year  directly  from  the  Joint  Venture  as  a  salary  for  the 
Administrative  Officer  Position  now  held  by  the  Successor  Trustee. 
The  net  effect  has  been  to  lower  the  Successor  Trustee's  net  costs 
by  One  Hundred  Eighty  Thousand  Dollars  ($180,000.00)  each  year. 

From  time  to  time  the  Bicycle-  Club  has  provided  performance 
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bonuses  to  its  '-arious  raar.age~.3nt  personal,  including  the 
Adrr.inistrative  Officer.  As  the  amounts  and  timing  of  the  pa>-ments 
of  these  bonuses  are  uncertain,  these  amounts  were  not  factored 
into  the  Successor  Trustee's  Operational  Budget.  In  the  event  any 
such  bonuses  are  paid,  the  Successor  Trustee  will  remit  one-half 
i'^A)  of  any  bonuses  to  the  United  States  Marshal's  Service  further 
decreasing  the  Operational  Budget  of  the  Trust.  The  remaining  one- 
half  (M)  will  be  available  to  the  Successor  Trustee  for  the  payment 
of  a  performance  bonus  to  himself  and  the  members  of  his  staff. 
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INTERPRETATIONS  Aim  AGRSEMSNTS 

1.  Compensation  of  Successor  Trustee.  The  Successor  Trustee  will 
be  coir>pensated  ac  the  rate  of  Seventeen  Thousand  Six  Hundred  Sixty- 
Six  and  Sixty-Six  One  Hundredth  Dollars  ($17,666.66)  per  month,  not 
to  exceed  a  total  of  Two  Hundred  Twelve  Thousand  Dollars 
($212,000.00)  over  the  first  (12)  months  of  this  Budget. 

2.  Commitment  of  Successor  Trustee.  The  execution  of  the  duties 
as  Successor  Trustee  to  the  Government's  interest  in  LCP  Associates 
Limited,  General  Partner  of  LCP  Associates  Limited,  and 
Administrative  Officer  of  the  Bicycle  Club  will  constitute  Mr. 
Harry  J.  Richard's  primary  employment  during  his  Trusteeship.  The 
additional  duties  of  Acting  General  Manager  has  increased  his  time 
and  commitment  to  the  Club  to  five  (5)  days  per  week. 

3.  Trust  Staff.  At  present  a  secretary ,/receptionist  will  not  be 
needed.  The  Bicycle  Club  staff  will  answer  the  telephone  at  the 
Club  and  the  Successor  Trustee's  legal  advisor's  staff  will  receive 
calls,  do  copying,  faxing,  filing  and  mailing  for  the  Successor 
Trustee.  The  Successor  Trustee  is  further  available  through  his 
cellular  phone  and  pager.  The  legal  advisor's  staff  will  further 
provide  all  secretarial  and  support  functions  as  part  of  the  legal 
advisor's  compensation.  Since  assuming  the  added  duties  of  the 
sale  of  the  Club  the  Successor  Trustee's  attorney's  staff  has 
assumed  new  and  increased  duties,  including  the  preparation  of  the 
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chub's  ..oii.-l-ij.'^,"  legii-  repcr..;,  r.l-.ericy  ellrp-inatLng  the  neid  for  a 
secretary  or  office  staff  for  the  Successor  Trustee. 

4.  Space  Rental .  At  present  the  Successor  Trustee  has  been 
provided  with  office  space  v.-ithin  the  offices  of  the  Bicycle  Club 
at  no  charge.  In  addition,  the  Successor  Trustee  continues  to  use 
an  office  in  Las  Vegas,  Nevada,  at  the  office  of  his  attorney  at  no 
charge  to  the  Successor  Trustee  or  the  United  States  Marshal's 
Service . 

5.  Travel  Expense.  The  Successor  Trustee  shall  be  reimbursed  for 
actual  transportation  costs  of  himself,  his  staff,  and  outside 
advisors  for  Trust  related  travel.  Where  possible,  the  Successor 
Trustee  shall  obtain  government  rate  travel  and  hotel 
accommodations.  Reimbursement  shall  not  exceed  the  cost  of  and 
time  required  for  coach  class  commercially  scheduled  air  or  ground 
travel  by  the  most  expeditious  route,  unless  coach  air  or  ground 
travel  space  is  not  available. 

6.  Outside  Legal  Advisors.  The  budget  includes  unlimited  hours 
of  outside  legal  advisory  services  at  a  cost  of  Nine  Thousand  Five 
Hundred  Dollars  ($9,500.00)  per  month.  At  present,  the  Successor 
Trustee's  attorney  spends  two  (2)  to  three  (3)  days  per  week  at  the 
Club.  This  item  includes  advisory  services  on  general  legal 
matters,  review  and  analyzation  of  documents,  preparation  and 
filing  of  necessary  reports,  contracts,  covenants  not  to  compete. 
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9 
parcn=---h-.p  3cre=:\-entE,  intarprctat^on  of  Court:  Orders,  State  and 
Federal  laws  and  local  ordinances,  and  ccirmunications  with  tne 
Court,  Department  of  Justice  and  other  parties  interested  in  the 
Trust.  The  legal  advisor  v;iil  further  review  and  sign  all  reports 
subject  to  Federal  Rules  of  Civil  Procedure,  Rule  11  having  been 
admitted  Pro  Hoc  Vice  to  the  Florida  Federal  District  Court  for 
purposes  of  representing  the  Successor  Trustee  in  matters  before 
said  Court.  Pursuant  to  the  Court's  Order  of  November  22,  1993, 
and  the  Successor  Trustee's  new  role  as  Acting  General  Manager,  it 
has  become  necessary  for  the  legal  advisor  to  assume  a  much  more 
active  role  in  dealing  with  the  various  day-to-day  legal  issues 
involving  the  Club,  the  other  Limited  Partners  of  LCP,  George 
Hardie,  the  Park  Place  Associate  limited  partners,  various  tax 
issues  affecting  the  Club,  alleged  improper  prior  distributions  and 
a  host  of  day-to-day  legal  problems  the  Successor  Trustee  faces  in 
his  new  duties  as  Acting  General  Manager,  General  Partner  and 
Administrative  Officer  of  the  Bicycle  Club. 

Such  representation  does  NOT  include  legal  services  that  might 
be  necessary  in  any  litigation  or  examination  of  substantial 
factual  or  legal  matters,  for  the  defense  of  the  Successor  Trustee, 
his  staff  or  advisors  from  personal  liability  for  acts  taken  in 
execution  of  this  appointment,  for  matters  outside  the  scope  of  the 
original  engagement,  or  for  any  meetings  where  the  Successor 
Trustee  and/or  his  staff  have  been  summoned  by  the  Department  of 
Justice  and/or  United  States  Marshals  Service.  Such  matters  will 
be  billed  separately  on  an  hourly  basis  should  the  need  arise.  The 
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10 
Successor  Trustee  ^111  ensure  u'.iat  the  quality  and  leve^  ot 
services  ordered  are  not  excess!  .-e  compared  to  the  difficulty  of 
the  task  cc  be  performed. 

7.  Outside  Financial  Accountim  Advisor.  The  budget  includes 
unlimited  hours  of  outside  financial  accounting  advisory  services 
at  a  rate  of  Seven  Thousand  Seven  Hundred  Seventy-Three  and  Thirty- 
Three  One  Hundredth  Dollars  ($7,773.33;  per  month.  This  item 
includes  review  and  analysis  of  financial  reports,  both  internal 
and  external,  and  review  an':",  analysis  of  the  financial  data  of  all 
entities  involved  in  the  operation  of  the  Joint  Venture.  The 
financial  advisor  will  further  inquire  into  specific  assets  and 
liabilities  of  related  party  transactions,  debts,  cash  and  chip 
procedures,  compliance  on  drafts  and  Federal  Cash  Reporting 
requirements  and  assist  in  preparation  of  monthly  reports.  The 
advisor's  compensation  does  NOT  include  examination  of  substantial 
factual  or  financial  reporting  matters .  The  Successor  Trustee  will 
ensure  that  the  quality  and  level  of  services  ordered  are  not 
excessive  compared  to  the  difficulty  of  the  task  to  be  performed. 

8.  Tax  Services .  An  estimate  of  Five  Thousand  Dollars 
($5,000.00)  is  included  to  obtain  outside  tax  services  for  purposes 
of  representation  in  the  ongoing  Internal  Revenue  Service  audit  of 
the  Bicycle  Club,  as  well  as  for  ongoing  services  for  the 
preparacion  of  Trust  returns,  if  any,  and  payroll,  ERISA,  K-1, 
certified  reports,  and  other  filings. 
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9.  Liability  Insurance,  .'l.e  ^udgar  as-s  NOT  include  an  estimate 
of  liability  insurance  to  cover  the  Successor  Trustee  or  his  staff. 
No  provision  has  been  made  for  the  cost  of  personal  liability 
insurance  for  the  Successor  Trustee  and  his  staff  and  any  cost  of 
indemnification  to  him,  his  staff  or  his  advisors. 

10.  Bonds .  No  provision  has  been  made  for  the  posting  of  bond  by 
the  Successor  Trustee.  In  the  event  that  the  Court  recjuires  that 
bond  be  posted,  the  cost  of  the  bond  will  be  added  to  the  budget  by 
Supplemental  filing. 

11.  Budget  Execution.   The  estimates,  by  line  item,  for  non- 
personnel  expenses  are  provided  for  informational  purposes  and  are 
not  binding  on  the  Successor  Trustee.   The  Successor  Trustee  may, 
with  written  notice  to  the  Department  of  Justice  and  the  Court, 
reallocate  funds  among  the  line  items  for  non-personnel  expenses, 
as  needed,  to  cover  the  actual  costs  of  Trust  operations.   The 
Successor  Trustee  will  ensure  that  any  reallocation  does  not  result 
in  payments  for  items  for  which  funding  has  been  requested  and 
denied.   In  addition,  the  Successor  Trustee  will  promptly  advise 
the  Court  and  the  Department  of  Justice  of  any  information  that 
indicates  the  need  for  the  Court  to  approve  an  increased  budget . 
The  Successor  Trustee  and  his  staff  have  further  agreed  to  work 
under  the  approved  government  Guidelines  in  regard  to  related 
expenses  (i.e.  27"^  per  mile  travel,  $38.00  per  day  food,  $110.00 
per  night  lodging,  and  Coach  airfare) . 
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-- •  Monthly  Billincs  .  'J.'j;-  ^~v.v;:jes30i  ■.'--..^zee  ;;ill  render  monthly 
bills  for  reinbur3er:\3nt  of  expenses  zo  the  U.S.  Marshal  for  the 
Central  District  of  Calif  o_-n:.a .  Zach  monthly  bill  will  icemize,  by 
line  item,  the  expenses  for  which  reiuJ3ursement  is  sought.  The 
bills  will  be  based  upon  actual  expense  and  will  reflect  both 
monthly  costs  and  cumulative  expenses.  Vouchers  and  other 
documents  validating  each  expense  will  be  maintained  by  the  Trust 
and  will  be  available,  upon  demand,  for  inspection  or  audit  by  the 
Department  of  Justice. 

13.  Payment  of  Bills.  The  U.S.  Marshal  for  the  Central  District 
of  California  will  pay  bills  submitted  by  the  Successor  Trustee  in 
a  prompt  manner.  Any  billing  disputes  v/ill  be  referred  to  the 
Executive  Office  for  Asset  Forfeiture,  Office  of  the  Deputy 
Attorney  General . 

14.  Totality.  This  budget  has  been  prepared  in  accord  with  the 
Court's  Orders  of  March  29,  1993,  November  22,  1993,  and  August, 
1994,  regarding  the  Successor  Trustee's  involvement  in  the  day-to- 
day operations  of  the  Bicycle  Club  as  the  Trustee  and  Conservator 
of  the  United  States'  interest  as  Limited  Partner  in  the  LCP 
Associates  Limited  Partnership,  as  General  Partner  of  LCP 
Associates  Limited  Partnership,  Administrative  Officer  of  the 
Bicycle  Club  and  as  the  Acting  General  Manager  of  the  Club.  As  the 
Successor  Trustee  has  now  assumed  the  role  as  day-to-day  Manager, 
General  Partner  of  LCP  and  Administrative  Officer  of  the  Club,  he 
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will  be-  the  prlr.vr.r.-  i.  cr^cr.  .  v:;con3ibls  for  clie  day-t:o-aay 
operations  of  tne  Jlub.  As  chese  positions  are  new  it  may  be 
neceijary  for  thi  Succv^jsor  Trustee  to  amend  this  budget  in  accord 
with  his  expanded  duties,  obligations  and  liabilities,  or  in  the 
event  that  there  is  a  further  management  change  at  the  Club.  In 
such  event  a  supplemental  pleading  and  budget  will  be  filed  with 
the  Cou.Tt  forthwith  in  conjunction  with  the  United  States  Marshal's 
Service  for  Asset  Forfeiture. 

CONCLUSION 

For  the  reasons  articulated  herein,  as  well  as  those 
articulated  in  open  court  during  the  Court's  Hearing  on  the  Motion 
for  Appointment  of  Successor  Trustee,  and  those  recognized  by  this 
Court  in  its  Order  of  March  29,  1993,  and  the  Modification  Order 
expanding  the  Trustee's  duties  and  responsibilities  under  this 
Court's  Order  of  November  22,  1993,  and  the  August  4,  1994  Order 
appointing  the  Successor  Trustee  as  Acting  General  Manager  of  the 
Club,  the  Successor  Trustee  requests  approval  of  the  Proposed 
Budget  and  Additional  Costs  as  described  herein. 

DATED  this   /  '.'    day  of  January,  1995. 

RESPECTFULLY  SUBMITTED, 


,  '>-     /'^^^. , 

/^ifAMES  F.  "llSOWSKI,  SR  .  ,  '^ESQ  . 

Attorney  for  Court-Appointed 
Successor  Trustee,   Harry  J. 
Richard 
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Smmtt  PaoiMMirt  SabcanniittN 
•i  IWMli^HJuiii 

EXHIBIT  #IO 


UiflTSO  STAXSS  MAKSHALS   SERVICE 
SEIZED  ASSETS   OXTISIOK 

«00  Ara^  Navy  Drive  Suite  1090 
Arlington,  Virginia  22202-4210 

Office  (202)  307-9221   Fax  C202)  307-5020/5096 

DATE:  07/18/94   Kvonber  of  Pages  (including  cover  page):  1 
?^M:  Joseph  L.  Ilk,   Business  Manager/  Seized  Assets  Division 
T0{  SDUSM  Tia  Miller  FAX:  (213)  894-1590 

SUBJECT:  Bioyde  Club  •  Advertising 


1.  I  think  that  the  follovlng  should  be  put  in  the  Wall 
Street  Journal  for  one  day: 

The  United  States  Heirshals  Service  (USMS)  is  accepting  offers 
for  its  interest  in  LCP  Associates,  a  limited  partnership.  All 
parties  interested  in  purchasing  USMS  interest  should  submit 
by  July  30,  1994,  a  letter  of  intent  with  a  $1  million 
deposit,  certified  check,  to  Mr.  Hzurry  Richard  (address)  . 

2.  Harry  can  explain  to  Kr.  Schneider  and  Hr,  Doitaiani  that  ihe 
purpose  for  the  advertising  is  to  CYA  USMS.  I  do  not  thiilk 
the  two  (2)  offerors  will  be  upset.  The  probability  of 
someone  who  does  not  know  amything  about  the  Bicycle  Club 
and  has  not  been  in  contact  with  Harry,  and  is  willing  to 
submit  a  $1  million  certified  check  is  very'  small. 

3.  Good  luck  on  the  background  Investigations. 


133 


134 


Senate  PemMntnt  SybcoaioNttM 

M  lONStilltMB 

EJWBn#_l2i . — 

TO:    TIM   MILLER 

from:  harry  RICHARD,  TRUSTEE 

subj:  july-oec.  g"*  bonus 

PICTURED  BELOW  IS  A  COPY  OF  THE  SECOND  HALF  g"*  BONUS  CHECK. 
I  WILL  DELIVER  ORIGINAL  TO  U.S.  MARSHALS  OFFICE  ON  FRIDAY 
3  MARCH  9S  AT  2pm.  PLEASE  ARRANGE  TO  HAVE  A  CHECK  FOR  ONE 
HALFC  56,250.00)  ISSUED  TO  THE  TRUSTEE  HARRY  RICHARD  TO  BE 
PICKED  UP  AT  THAT,  TIME. 

THANK  YOU  FOR  YOUR  HELP  IN  THIS  MATTER,  ANY  QUESTIONS 
PLEASE  CALL. 


SINCE/tELY, 


CHECK  MAlBc.^ 

2S1063  ^ 
Bioicle  Clob  Casino  5nitAST»u)««M*vi. 


Si* 


CiEnniu'i  Most  Eimiag  CunbSnj  OoU 


8/95 


*A***$U2,500.0C 


PAY***oifE  HUNDRID  TWELVI  THOOSAMD  FIVE  HONORED  AMD  00/100  DOLURS*************** 


O.S.  MARSHALS  SERVICE  d^,d^£ ^,J^ 

-■    jLm/ 
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SoHte  ?irmin»nt  SubconoiittM 
Of)  Imetigatiom 

EninTf__i2 


i-*;;->.'-  _•»  ^.  r  i-""  •:*:'-*^«-iit  .'".■^•-■•.-  ■-•••  .'•^■^-  \"?=.-""5'-  ". ' 


"^'.'J  »■£*«- I  ;■//■/;•: ''.'irr-   .....  . 


?'y7iTTnferi[.gtefJar?nVia  :'"::.;;:^;'rr''-^"Vii2-ao^- 

,.     <.j  1 1 .    .     ■  .-~-      I    II  .  i    ^ <  M  "T^ '.'  'JUSTICE-'      ,         ''.'.'■ 

^■^^••■•••••••-•xS^'-   ••    ■   ■    •••".'•■-  >^  ,'•.'>•-    •'.-U.S.    ""--H*!."-'     ■   •  •   ^-i.v-"' 

V'\V'. '".iJV^jiM.    '   Ka.rch  3;    1995 -- ••-■•.'-•  :..'   " 


811  2-00.^111 '« 


Birty  Rlchari 


PURPOSE: 
Bonuf        Per  ccurc  order   15X6ETV 


•■aiiss""         iioQOoaosiai:  oo3iiiaflV«' 
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Senate  fwiuvtin  ^vbttmmUM 
US0W5KI  LAW  HRM.  CHTD.  « •« 


Janwi  p.  Uiowtki.  St..  Ejq.  CmturvPtHi  UIMt§_Jii, 


^__  J77lE«ilFtoiniiiapRa«d,Suiie  JItB  LiiOusO 

U»Ve8»,NV  89119  Heaaia  HeoMaOei 

AaioeM.StenhoCr.Eiq.  LeuUiulummi 

OOiee(7Q2]737-6lll 
Faeiimile(702)7a7-aU2 


March  13,    1995 

Mr.  Stephen  Kuypers 
Bell  Gardens  Bicycle  Club 
7301  Souch  EaBcem  Avenue 
Bell  Gardens,  CA  90201 

EEt  Letter  of  Kigagement  for  Legal  Servieaa  for  the  Bell 
Gardana  Bicycle  Club 

Dear  Mr .  Kuypers  .- 

As  you  are  aware,  chere  has  recently  been  a  great  deal  of 
discuBBion  regarding  the  legal  expenses  that  the  Cl\ib  has  incurred 
over  the  last  four  (4)  years.  After  reviewing  this  situation ,  it 
would  appear  to  ne  that  much  of  the  excess  legal  expense  has  been 
a  result  of  referring  relatively  minor  nuisance  claims  to  various 
law  firms  for  handling.  As  a  result,  the  legal  fees  incurred  on  a 
case  by  case  basis  often  exceed  the  projected  or  actual  settlement 
of  the  claims.  It  would  further  appear  that  many,  if  not  all.  of 
the  contractual  lawsuits  involving  the  Club  result  from  a  lack  of 
legal  review  of  the  contract  before  it  is  signed.  The  recent  suits 
involving  H<I,  Filer  Brothers,  U.S.  Playing  Cards  and  Classic 
Weavers  are  such  exas^les. 

One  further  problem  appears  to  be  the  Club's  lack  of 
institutional  control  over  legal  matters.  As  you  are  aware,  in  the 
past  the  Club  would  eit^loy  a  legal  secretary  who,  upon  receiving 
any  claims,  would  merely  refer  the  matter  to  an  outside  law  firm. 
Once  the  matter  left  the  Club  there  was  no  further  monitoring  of 
the  case  or  of  the  legal  expenses  incurred.  While  it  was  essential 
that  someone  Iceep  track  of  the  lawsuits  and  issue  a  monthly  report, 
the  cost  of  hiring  such  a  person  (estimated  to  be  between 
$55,000.00  and  $80,000.00  annually)  to  perform  this  job  does  not 
seem  to  be  justified.  As  the  Club  also  became  aware,  the  person 
handling  this  job  needed  to  have  special  skills  and  at  least  some 
legal  }au3wledge  in  terms  of  summons  dates  and  return  dates  on 
discovery.  As  you  are  also  aware,  we  had  Bomeone  to  handle  our 
self -insured  claims  in  order  to  be  in  compliance  with  our  current 
insurance  policy. 
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MR.  STEPHEN  KOYPHIS 
March  13,  1995 
Page  -3- 

The  City  of  Bell  Gardens  has  also  announced  in  recent  days 
ciiat  it  will  undercake  a  full  investigation  of  the  Clut.  This 
will,  at  a  minimum,  require  hundreds  of  hours  of  legal  work  for 
6uch  matters  as  attending  interviews  and  depositions,  providing 
documents  and  possibly  filing  motions  on  the  Club's  behalf.  To 
resolve  these  problems  in  a  manner  most  economical  to  the  Club,  i 
would  suggest  che  following: 

1 .  Racher  than  paying  me  on  an  hourly  rate  as  you  are  now 
doing,  I  would  suggest  chat  the  Club  pay  a  regular  fixed 
monchly  fee  of  Twenty  Thousand  Dollars  (520,000.00)  per  month. 
This  fee  would  be  payable  ac  Ten  Thousand  Dollars  (510,000.00) 
on  the  ISth  day  of  each  month  and  Ten  Thousand  Dollars 
(510,000.00)  on  the  last  day  of  each  month.  Based  on  my 
review  of  our  recent  legal  bills  this  would,  in  fact,  average 
out  to  less  than  you  now  pay.  in  addition  to  che  two  (2)  to 
three  (3)  days  I  presently  spend  each  week  working  exclusively 
on  Club  business,  I  would  further  have  iny  legal  secretary  keep 
track  of  all  legal  matters  of  the  Club  on  a  daily  basis, 
prepare  the  monthly  current  legal  analysis,  create  a  separate 
duplicate  file  in  my  office  of  every  legal  matter,  assign  a 
file  number  to  every  file  and  tickle  the  files  for  response 
times.  In  addition  to  the  services  I  now  perform  1  would 
review  every  legal  claim  to  determine  if  it  could  be  settled 
in  house,  review  the  legal  bills  of  all  outside  counsel, 
monitor  the  legal  status  of  all  cases,  work  with  outside 
counsel  on  appropriate  settlement,  review  all  contracts  of  the 
Club,  take  the  lead  on  the  City  of  Bell  Gardens'  current 
investigation,  answer  legal  questions  from  the  management  and 
staff  on  a  daily  basis,  write  legislation  and  ordinances,  act 
as  the  liaison  for  the  Club-  in  all  legal  matters,  and,  most 
importantly,  help  develop  internal  policies  and  controls  in  an 
attempt  to  avoid  future  litigation  and  legal' matters . 

2.  The  preparation  of  the  legal  report,  filing  and 
monitoring  of  cases  by  my  office  would  eliminate  the  need  for 
the  Eighty  Thousand  Dollar  ($80,000.00)  per  year  legal 
secretary.  The  Twenty  Thousand  Dollars  (520,000.00)  per  month 
flat  fee  would  eliminate  the  Two  Hundred  Fifty  Dollar 
($250.00)  an  hour  pressure  you  now  feel.  The  Twenty  Thousand 

Dollars  (520,000.00)  per  month  would  include  all  of  my  travel 
and  expenses  to  the  Club.  The  only  additional  expenses  would 
be  for  photo  copying,  faxing,  long  distance,  mailing.  Federal 
Express,  obtaining  doctimencs  from  third  parties,  service  fees, 
travel  and  lodging  ejcpenses  for  other  than  the  Club,  courier 
expenses,  filing  fees.  Court  Reporter  fees  and  other  normal 
Office  expenses  incurred  with  a  particular  file.  This  would 
.  result  in  a  direct  savings  of  over  One  hundred  Thousand 
•Dollars  (5100,000.00)  per  year  over  what  you  would  be  paying 
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MB,.    STEPEBH  ICUYFEJIS 
MarcH  13.    1995 

£ass-i2 

to  just  vsy  firm  and  a  legal  secretazy,  noc  to  loeation  tbe 
hourly  billiag  savsd  on  not  sending  every  matter  out  to 
individual  attorneys.  This  sum  would  be  Ear  less  expensive 
than  hiring  an  in-house  counsel  asd  legal  secretary  (please 
keep  in  nind  that  the  Twenty  Thousand  Dollars  ($20,000.00)  per 
month  does  not  include  any  benefits.  FXCA.,  unenqploynent 
insurance  or  vacation  benefits) .  I  would  not  be  responsible 
for  any  litigation  involving  the  Club  as  I  ant  noc  currently 
licensed  in  California.  I  vould,  however,  monitor  and 
coordinate  all  litigation  on  behalf  of  the  Club. 

I  would  suggest  that  we  initially  agree  to  a  one  (i)  year 
contract  as  outlined  in  this  letter.  After  one  (l)  year  we  can 
meet  again  smd  discuss  whether  or  not  to  continue  our  relationship. 
If  the  terms  of  this  engagement  letter  meec  with  your  approval, 
please  indicate  your  acceptance  by  placing  your  signature  on  the 
line  provided  below,  Thanlt  you  for  letting  me  be  of  service  to  you 
in  this  matter. 


Sincerely, 


JFL:ld 


I,  Stephen  Kuypers,  having  fully  read  and  understood  the  terms 
of  this  letter,  do  hereby  agree  to  engage  James  F.  LisowsKi,  Sr., 
Esq.,  as  General  Counsel  for  the  Bell  Gardens  aicycleTlub  pursuant 
to  the  terms  and  conditians  outlined  abovqr  ,^n  ;  tXis  Letter  of 
Sngagement . 


Steph^  JKu^ers 
Oeneznal^lanager.  Bell 
Gardens  Bicycle  Club 
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Senate  Permanent  Subconmittee 
on  investigations 

EXHIBIT  #_i5 

MEMORANDUM 


PERSONAL  AND  CONnDENTIAL 


TO:  TIMOTHY  MILLER,  SUPERVISORY  DEPUTY 

FR:  JAMES  F.  USOWSKl,  SR.,  ESQ. 

RE:  Drafts  of  Documents  Received  from  Morgan,  Lewis  &  Bocklus 

Date:  June  5,  1995 


I  have  just  had  an  opportunity  to  review  the  "draft*  documents  submitted  by 
More  in.  Lewis  &  Boclcus.  Based  on  what  I  have  just  reviewed,  there  is  no  doubt  that 
I  will  ave  job  security  as  Harry's  attorney  through  Hanys  and  your  retirement,  or  at  least 
until  ne  year  2000. 

The  documents  show  a  complete  lack  of  understanding  of  California  Gaming  ■ 
Licer  jing  Requirements  and  the  practicalities  of  selling  a  gaming  interest  of  this  size. 
If  th6w9  documents  are  used,  I  seriously  doubt  if  you  will  be  able  to  obtain  even  one  for 
real"  Tuyer. 

As  you  are  already  concerned  over  my  current  legal  bills,  I  will  not  provide  you 
with  -.  detailed  analysis  of  the  flaws  in  the  documents  unless  requested.  It  should  be 
reme  -loered,  however,  tinat  to  date,  Morgan,  Lewis  &  Bockius  has  yet  to  produce  a 
sing!--,  aocument  worthy  of  use  and  yet  has  billed  in  the  neighborhood  of  $40,000.00  plus 
dolla  s. 

Please  contact  me  if  you  would  like  to  discuss  this  matter  further,  or  would  like 
mor?  of  a  detailed  analysis.  Unless  I  hear  from  you,  I  will  take  no  further  action  with 
regar-.s  to  the  sale  unless  absolutely  necessary.  I  will  be  kept  busy  trying  to  decide 
wheri.9r  my  8,  10  or  12  year  old  will  be  the  one  to  eventually  succeed  me  as  tine 
Tnjs.  -e  s  attomey  at  the  Club. 


TO      .^CC      _     Qd     _     A 
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Senate  Peonanent  SubcommittM  U^.  DcpartmenHrf- Ju«tk« 

on  Imestigations 


EXHIBIT 


#_n- 


Uniied  Statu  Msrshal*  So^ice 


600  Anff  Hvrj  Drnt 
AMiKfioM,  VA  223aZ-*2J0 

AUG  2  1  1995 


Mr.  Harxy  Riciiard 
Succassor  Trustee 
2231  VcrsilLlos  Court 
Hendarson,  Nevada  89014 

Dear  Haxry: 

This  lattar  is  a  follov-up  t:a  the  a^iting  va  had  on  Konday, 
August  14,  1995,.  canceming"  various  Issues  on  the  LCP  limited 
partnership  and  the  Bicycle  Club,   I  want  to  thanJc  you  for 
visiting  the  United  Stated  Marshals  Service  (U3M3)  HeadquarterK 
on  *uch  short  notice. 

I  appreciate  all  the  hard  work  you  have  dona  on  bahalf  of 
the  USMS.   Xha  Bicycl«  Club  diapoaition  haa  proven  to  be  a 
dirfioult  and  tiaia-consuming  effort  for  everyona  involved.   You 
have  madtt  an  important  contribution  to  bringing  this  natt*r  to  a 
successful  conclusion.   I  valua  your  advica,  emd  look  forward  to 
your  continuing  to  lead  the  operations  of  the  Club  and  worJcing 
with  U3  on  its  sale. 

I  also  loolc  forward  to  receiving  your  comaiftnts  on  the 
racommendatlona  made  by  Mr.  John, Van  de  Kamp  in  hia  report. 
Plaasa  let  ma  know  what  racomm«ndations  can  be  iaplamentcd  and  a 
timetable  for  thair  impl«a«ntation.   In  addition,  ploasa  let  m« 
Icnov,  if  you  haliave  any  of  Jiia  reconnnendations  should  not  be 
implam«ntad-  ha   an  ownar  of  the  Cltib,  the  Unitod  States  has  a 
special  duty  to  be  conduct  its  op«mtions  without  av«n  the 
appearance  of  Imprapriaty  and  inattention  to  sound  busineca 
practicas.   Thus,  whatever  can  be  dona  to  maintain,  protect,  and 
prasarve  tha  value  of  th«  Clxib  for  the  city  of  Bell  Gardens  and 
the  other  partners  should  be  don«.   At  tha  aame  tiaa,  there  ara 
cactain  practicaa  which  ar*  not  appropriate  for  the  Fadaral 
Government.   For  example,  the  extension  of  credit  to  gambling 
customers  is  a  sansitiva  issue  tor  a  law  enforcement  agency  like 
tha  Marshals  Service.   We  do  not  want  to  app«ar  to  be  using  our 
law  cnforcament  powara  for  a  conuaorcial,  racroational  activity 
like  gambling.  This  is  an  area  where  we  exptct  you  to  proceed 
cautiously  with  due  regard  Cor  th«  ethical  question*  raised  for 
the  Marshals  Service  by  such  an  activity. 
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We  also  want  tiiA  Club  to  ba  a  good  corporat«  citiaen  In  tha 
City  of  B«L1  Careens .  Wa  want  you  to  aaintain  rtrong  and 
constructive  rela-tionahips  witn  the  city  govarranent  and  its 
leaders. 

During  the   last  2  months  I  have  been  revl awing  the  course  of 
our  previous  effort  to  sell  the  Club.   Anong  other  things,  I  hava 
learned  that  th«  Harshala  Service  is  held  to  exactly  the  saaa 
standards  of  conduct  In  the  sale  of  the  Club'a  limited 
partnerahlpe  as  a  private  Investor.   Katorally^  the  Service  tima 
no  eacperience  in  ccmpl lance  with  the  securities  laws.   Conducting 
a  sale  svtbject  to  the  acrutiny  of  the  Securltiea  and  Exchange 
Coaaiaslon  creates  special  mar]cating  considerations,  fftrict 
coaplianca  with  ruloa  applicable  to  a  private  placeaerrt  ie 
Important  to  the  Department  of  Justice.   For  these  and  a  variety 
of  other  reasons,  the  Departasnt  has  decided  to  endorse  the 
strong  recoioinandationa  made  by  the  securities  eotinsel,  wboo,  you 
selaoted,  that  you  engage  an  Investaumt  banker  to  auirket  the 
Club, 

As  I  noted  zLbovc,  it  is  isportant  that  the  Oepartsant  *  s  sal* 
of  the  club  not  only  be  conducted  in  e  prudent  and  iapar^al 
Bcumer,  it  is  vitetl  that  the  sale  process  have  the  appearance  of 
fairness  and  conuaercial  reasonableness.  We  have  been  advised  by 
oounsal  that  the  use  of  an  investment  banker  is  a  standard 
practice  in  the  industry  in  selling  an  Asset  this  size-  An 
experienced  investoont  banker  providas  an  added  assurance  of  the 
appsarance  of  fairness  to  the  sales  process.   Finally,  an 
invastment  baiJ«er  provides  the  Department  a  high  level  of 
eacpertise  in  evaluating  and,  perhaps  obtaining,  financing  for  the 
purchase  of  the  asset.   In  tha  next  several  days,  you  will  be 
provided  with  guidelines  concerning  the  hiring  and  selection  of 
an  Investment  banker. 

In  addition,  there  needs  to  be  an  order  clarifying  the 
general  and  limited  partner  parcantage  interests  the  USMS  holds 
in  LCP  limited  partnership,  ilso,  the  ordar  needs  to  clarify  tha 
number  of  general  partners  that  you  represent.   You  will  need  to 
work  closely  with  your  transactional  attorneys  at  Morgan,  Lewis  & 
Bockius  to  refine  tha  process  of  selecting  an  investment  banker, 
to  modify  the  motion  concerning  thm   sales  budget,  <md  to  develop 
a  clarification  order. 

I  remind  you  that  any  major  action  concerning  LCP  llmitad 
pjurtnarship  and  the  Bicycle  Club  should  be  done  with  the 
concurrence  and  approval  of  the  USMS.   Thus,  do  nothing  on  tha 
lawsuit  against  George  Hardie,  and  please  let  Joseph  L.  Ilk  know 
the  status  of  the  lawsuit. 
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I  enjoyed  tha  brief  on  the  various  issues  canaeming  the 
Bicycle  Club-   If  you  Have  any  questions  about  this  letter, 
please  call  a«  at  202-307-9530. 

Sin 


Kannath  C.    HoLecko 
Assistant  Director 
for  Human.  Rsaoorces 
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Sewte  Pennanem  SobcommittM 
on  ln»estigation3 

United  Stales  Manhals  Service 


«00  ArmfNnjDrtit 
ArHKfM.  VA  223m-*2J0 

NOV   1  1995 


Mr.  Harry  Richard 
successor  Trus-tee 
2231  Versailles  Court 
Henderson,  Nevada   39014 

Dear  Mr.  Richard: 

A3  the  Trustee  for  the  interest  of  the  United  States  in  the 
Bell  Garden  Bicycle  Club,  your  attorneys  represent  the  interests 
of  the  United  States  as  well  as  those  of  the  Trustee.   Our 
interest  requires  that  the  attorneys  who  represent  you  recognize 
that  they  owe  the  same  duty  to  the  United  States  that  they  owe  to 
a  client.   Not  only  does  the  United  States  have  the  same  standing 
as  a  client,  we  pay  all  of  the  fees  you  incur  for  representation 
of  our  interests. 

Any  attorney  must  have  the  trust  and  confidence  of  his 
client  and  cannot  continue  representation  of  the  client  when  they 
are  lost.   For  a  variety  of  reasons,  the  United  States  has  lost 
both  trust  and  confidence  in  James  Lisovslci;  ve  understand  from 
conversations  with  you  today  that  you  too  have  lost  confidence  in 
Mr.  Lisowskl.   Under  these  circumstances  we- have  today,  after 
consultation  with  you  and  with  your  agreement,  determined  to 
direct  you  to  terminate  Mr.  Lisowskl's  representation  of  you  as 
the  Trustee  for  the  interests  of  the  United  States,  effective 
immediately.  We  further  understand  that  Mr.  LlsowsXi  was  hired 
by  the  Bicycle  Club  via  a  letter  contract  which  was  signed 
without  your  required  prior  approval  and  that  Mr.  LisowsJd's 
agreement  to  serve  as  the  General  Counsel  to  the  Bicycle  Club 
will  be  terminated  effective  immediately.   You  should  finalize 
all  o£  his  claims  for  compensation  and  forward  them  to  me.   X 
have  directed  the  United  States  Marshals  office  in  Los  Angeles  to 
make  no  fiirther  payments  to  you  on  behalf  of  Mr.  Lisovskl  until 
f\irther  notice.   Similarly,  the  Bicycle  Club  should  suspend  any 
further  payments  to  Mr.  Lisowski.  The  Department  of  Justice  is 
completing  a  review  of  Mr.  Lisowski 's  activities  on  behalf  of  you 
and  the  Bicycle  Club.   When  this  review  is  completed,  the 
Marshals  Service  will  determine  whether  any  further  fees  are  owed 
to  Mr.  Lisowski  either  by  the  United  States  or  the  Club. 


144 


Since  you  are  facing  a  challenge  to  your  retention  as 
Trustee  in  an  action  before  the  U.S.  District  Court  in  the 
Southern  District  of  Florida,  you  must  retain  counsel  to 
represent  yoiir  interests.  We  have  agreed  with  you  that  ve  will 
attempt  to  expand  your  existing  retainer  agraeaant  with  Morgan, 
Lewis  and  Boc)cius  (MLB)  to  include  the  additional  matters  beyond 
the  sale  of  the  Club  for  which  KLa  already  represents  you,  at 
least  through  the  hearing  before  Judge  Eoettger,  presently 
scheduled  for  December  13,  1995. 

If  you  have  any  questions,  please  contact  me  at  (202) 
307-9630.  ^    ' 

Sincerely, 


iincerely,       / 

Kenneth  C.  Holec)co 
Assistant  Director 
for  Human  Resources 
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Bi^de  Club  Gtslno 


S«K<e  Perrraneni  S«ocMrarittM 
en  investigations 

EXHIBIT  #__B__^ 


CaTtforma's  Premier  Gambling  Palacal 


November  3.  1995 


James  F.  Lisowsld,  Esq. 
L'sowsld  Law  Finn 
1771  E.  Flamingo 
Suitt  115-B 
Las  Vegas,  NV   89119 

Dear  Jim: 

This  letter  is  a  follow-up  to  our  conversatioii  of  Thursday,  November  2,  1995. 
Your  services  as  legal  counsel  for  Harry  J.  Richard  and  the  letter  of  engagement  for 
legal  services  for  the  Bell  Gardens  Bicycle  Qub  are  hereby  tenninaied. 

I  will  be  contacting  you  shortly  to  make  arrangements  for  the  return  of  records 
for  the  Trustee  and  the  Bicycle  Qub  Casino. 


Sincere 


bard 
listrative  Officer 


HJR/tt 
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STEPHEN  E.  KUYPERS  Secafe  ?-,„,„.„.  .  , 

408  Kingsford  Drive  rlT  ^"''""""ittM 

Moraga,  CA  94556  **  'n»Wtlgations 

BMieiT#_  2.^ 

February  2,  1996 

Ariadne  Allan 

Investigator 

Permanent  Subcommittee 

on  Investigations 
UNITED  STATES  SENATE 
100  Russell  Building 
Washington,  D.C.  20510 

Via  Facsimile  (202)228-2863 

Dear  Ms.  Allan: 

Please  fmd  below  my  best  recollection  on  what  transpired  in  the  signing  of  the  contract  for  the  retainer 
fee  for  Mr.  James  Lisowski:  -■ 

1 .  First  and  foremost,  Mr.  Harry  Richard  was  fully  involved  in  the  contract  negotiation  for  Mr. 
Lisowski's  retainer  fee  with  the  Bicycle  Club  Casino.  I  would  have  never  agreed  to  pay 
anybody  more  than  $200,000  a  year  without  an  approval  from  Mr.  Richard,  regardless  of 
the  fact  that  I  was  General  Manager  at  the  time. 

2.  I  met  with  Mr.  Lisowski  and  Mr.  Richard  separately  on  four  to  five  occasions  regarding 
what  Mr.  Lisowski  should  be  paid.  It  started  out  with  Mr.  Lisowski  asking  for  $25,000  per 
month  and  Mr.  Richard  offering  $12,000  per  month.  The  final  decision  was  $20,000  per 
month  which  was  approved  by  Mr.  Richard.  When  Mr.  Richard  gave  me  the  approval,  a 
contract  was  drawn  up  and  signed  by  me  and  immediately  thereafter,  copies  of  the  contract 
were  given  to  Mr.  Lisowski,  Mr.  Richard,  Accounting  and  a  File  copy  which  I  kept  in  the 
office. 

I  was  extremely  surprised  to  learn  that  in  his  deposition  Mr.  Richard  said  he  was  not  involved  and  did  not 
know  of  anything  about  the  details  or  negotiations  leading  to  the  retainer  fee  until  just  before  or  after  the 
contract  was  signed  by  me.  This  is  not  true,  and  I  do  not  understand  why  Mr.  Richard  would  make  such  a 
statement. 

It  should  also  be  noted  that  while  talking  to  Mr.  Richard,  I  had  suggested  that  he  talk  to  Mr.  Lisowski 
himself,  as  he  knew  him  well,  and  it  would  save  time  for  me  from  going  back  and  forth  between  the  two 
of  them.  Mr.  Richard  made  mention  to  me  that  I  was  the  General  Manager  so  I  needed  to  do  the  negotiating. 

Should  you  require  additional  information,  please  do  not  hesitate  to  contact  me. 

Sincerely^ 


Steplyin  E/Kuyrfers 

MVL\C\OFnCE\WPWIN«¥PDOCS\EXEC\SK\USSENATE.WPD  02  FEB  96    2SIPM 
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U.  S.  Department  of  Justice  '""Wigatioos 

Office  of  Legislative  Affairs 


Deputy  Aisisauu  AODmey  Geoenl 


WasJunpon.  DC.   20530 


March  13,  1996 


Mr.  Harold  Damelin,  Chief  Counsel 
Permanent  Subcommittee  on  Investigations 
Committee  on  Governmental  Affairs 
United  States  Senate 
Washington,  D.C.   20510 

Dear  Mr.  Damelin:  / 

Knowing  of  the  Subcommittee ' s  concern  over  the  status  of  the 
effort  to  sell  the  Federal  Government's  interest  in  the  Bicycle 
Cliib,  I  am  pleased  to  advise  you  that  we  have  entered  into  a  non- 
binding  letter  of  intent  to  sell  that  interest  to  Ladbroke  Racing 
Corporation  (LRC) ,  which  also  owns  a  similar  facility  in  San 
Pablo,  California.   A  copy  of  the  signed  letter  of  intent  is 
enclosed. 

The  letter  of  intent  is  self -explanatoi-y .   I  would  note  that 
a  binding  agreement  to  sell  the  government's  interests  in  the 
Club  is  pending  the  completion  of  a  review  of  the  financial  and 
physical  assets  of  the  Club  by  LRC,  which  is  underway.   Upon 
completion  of  this  review,  it  is  expected  that  the  government  and 
LRC  will  enter  into  a  binding  agreement,  at  which  time  LRC  will 
secure  the  purchase  price  in  cash,  securities  or  some  other  form 
of  payment  acceptable  to  the  Marshals  Service.   The  Marshals 
Service  received  three  separate  offers.   The  final  offer  of  LRC 
was  the  best  in  terms  of  price,  financing  and  other 
considerations . 


Sincerely, 


Robert  Brink 

Deputy  Assistant  Attorney  General 


Enclosure 

cc:   Daniel  S.  Gelber 
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isoata  Ptrmnent  Sabcommitin 
•I  limstitJtMns 


K  BMOWN.  COUMUOO 


mnitEd  Starts  ^cnatP'*''*— ^ 


.nTo^icTOa  COMMITTEE  ON 

GOVERNMENTAL  AFFAIRS 

WASHINGTON,  DC  20510-S2S0 

March  28,  1996 

The  Honorable  Eduardo  Gonzalez 

Director 

United  States  Marshals  Service 

600  Army  Navy  Drive 

Arlington,  Virginia    22202 

Dear  Director  Gonzalez: 

This  letter  follows  up  on  issues  tfiat  arose  during  the  Permanent  Subconnnittee  on 
Investigations'  March  19,  1996  hearing  regarding  the  Asset  Forfeiture  Program  and  the 
Bicycle  Club  Casino. 

The  Subcommittee  hereby  requests  that  the  Marshals  Service  furnish  the  following 
information:  ~ 

1 .  What  was  the  cost  of  the  Bicycle  Club  evaluation  report  prepared  for  the  Marshals 
Service  by  Don  Kelly  &  Company? 

2.  Whom  at  the  Marshals  Service  did  Mr.  Richard  inform  of  Donald  J.  Shepard's 
criminal  history,  and  who  approved  Mr.  Shepard's  continued  employment  at  the 
Bicycle  Club?   Provide  copies  of  all  correspondence  relating  to  Ac  employment  of 
Donald  J.  Shepard  at  the  Bicycle  Club. 

3.  Who  at  the  Marshals  Service  authorized  the  Marshals  Service  to  split  the 
administrative  officer  bonus  with  Mr.  Richard? 

4.  Provide  copies  of  all  audit  reports  of  Mr.  Richard's  trustee-related  expenditures. 

5.  When  the  Doumani  offer  was  presented  to  the  Marshals  Service,  did  Mr.  Richard 
disclose  his  personal  relationship  with  Mr.  Cusumano  to  the  Marshals  Service? 

6.  Did  any  representative  of  the  Manhals  Service  ever  meet  or  have  a  conversation  with 
Fre^  Doumani,  Rick  Rizzolo,  or  Joey  Cusumano  regarding  a  sale  of  the  United  States' 
interest  in  the  Bicycle  Club?  If  so,  please  identify  the  attendees,  dates,  and  substance 
of  any  such  meetings  or  conversations. 
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7.  Did  Mr.  Richard  arrange  for  Mr.  Cusumano's  father-in-law  (Mr.  Tagano)  to  receive  a 
finder's  fee  or  conimission  for  assisting  in  the  Doumani  offer?  If  so,  provide  a  copy 
of  any  documentation  regarding  such  an  arrangement. 

8.  Who  at  the  Marshals  Service  consented  to,  or  in  any  way  approved,  Mr.  Richard 
spending  $797,173  of  casino  funds  on  political  contributions  in  1995? 

9.  Provide  copies  of  all  checks  (front  and  back)  paid  in  1995  by  the  following  Bicycle 
Club  sponsored  political  conimittees: 

r 
Public  Information  Service 
Califomians  Against  Gaming  Expansion 
Concerned  Taxpayers  of  California 

10.  -Does  the  Marshals  Service  plan  to  remove  Mr.  Richard  as  administrative  officer,  as 

recommended  in  your  January  1996  oversight  report?       

1 ! .       Provide  copies  of  all  bills  for  expenses,  excluding  legal  fees,  incurred  by  Mr.  Richard 
and  to  be  paid  by  the  government  in  preparation  for  Mr.  Richard's  appearance  before 
the  Subcommittee  on  March  19,  1996.   This  should  include,  but  not  be  limited  to, 
charges  for  public  relations  consultants,  professional  advisors,  and  studio  time. 

Please  send  the  requested  information  by  April  30,  1996  to  Harold  Damelin,  the 
Subcommittee's  Staff  Director  and  Chief  Counsel.    You  may  contact  him  at  (202)  224-3721 
to  coordinate  this  request. 


Thank  you  for  your  prompt  attention  to  this  request 

Sincerely, 


/2^    J«^5^ 

William  V.  Roth,  Jr. 
Chairman 

Permanent  Subcommittee 
on  Investigations 
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■  "  "  ■" ""  ■  "7 "°  —"—  ""-—  EXHIBIT  #      Jlfl 


rORTY-crGMTH   FLOO» 
333  SOUTM   MOPC  STHEET 
LOS    ANGELES.    CALIFOOMIA    90071- 
TELEPWONE   (2131   620-1730 


'""  OUR    FILE    NUMBEB 

(213)     617-5582  facs.m.le  12131  s20-.39s  LLZ-56301 


April    22,     1996 


Mr.  Kenneth  C.  Holecko 

Assistant  Director  for  Human  Resources 

United  States  Marshals  Service 

Department  of  Justice 

600  Army  Navy  Drive,  Suite  1240 

Arlington,  Virginia   22202-4210 


Re:   Bell  Gardens  Bicycle  Club 


Dear  Ken: 

At  the  request  of  the  U.S.  Department  of  Justice  and 
the  United  States  Marshal's  Service,  on  behalf  of  Harry  Richard 
we  are  herewith  submitting  his  resignation  as  Successor 
Trustee.   Inasmuch  as  his  resignation  is  at  the  request  of  the 
U.S.  Government,  and  not  voluntary,  Harry  Richard  has  no 
responsibility  for  any  adverse  consequences  which  his  forced 
resignation  may  cause  to  the  owners  and  employees  of  the 
Bicycle  Club.   As  you  acknowledged  in  Florida  at  our  meeting 
following  the  Court  hearing  on  March  21,  1996,   Harry  Richard 
does  not  personally,  in  his  individual  capacity,  have  fiduciary 
obligations  to  the  Bicycle  Club,  or  to  the  partners  and 
employees  of  the  Bicycle  Club;  rather,  his  fiduciary 
responsibilities  are  purely  derivative  as  he  is  the  U.S. 
Government's  representative,  and  it  is  the  U.S.  Government  that 
has  these  fiduciary  obligations.   Accordingly,  he  is  hereby 
tendering  his  resignation  as  you  requested,  and  Mr.  Richard 
will  look  to  the  United  States  for  his  defense  and 
indemnification  should  any  claims  arise  out  of  his  Trusteeship 
or  the  termination  thereof. 

We  also  understand  that  the  United  States  Government 
requested  his  resignation  solely  because  of  the  adverse 
publicity  that  has  occurred  and  not  because  of  any  misconduct 
on  Mr.  Richard's  part.   It  has  been  represented  to  him,  and  to 
us,  that  the  United  States  Government  has  found  no  evidence  of 
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Mr.  Kenneth  C.  Holecko 
April  22,  1996 
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any  wrongdoing  on  Mr.  Richard's  part.   As  you  stated  in  your 
February  1996  correspondence: 

"Finally,  the  declining  performance  of  the 
Bicycle  Club  over  the  past  several  years 
reflects  an  increase  in  competition  and 
episodes  of  mismanagement  by  the  non- 
government entities.   Despite  PPA's  claims 
to  the  contrary,  neither  Harry  Richard, 
Successor  Trustee,  nor  the  Government  has 
caused  the  decline  by  mismanagement  or  by 
any  other  form  of  malfeasance  or 
nonfeasance  since  the  Government  acquired 
its  interest. " 

We  have  been  reassured  that  the  U.S.  Government  will  cooperate 
to  the  fullest  extent  possible  to  help  Mr.  Richard  restore  his 
reputation  given  the  tremendous  adverse  publicity  the  Bicycle 
Club  has  received  due  to  the  continued  U.S.  ownership  of  the 
controlling  interest  in  it. 

Because  of  the  present  situation  at  the  Bicycle  Club, 
where  the  State  of  California  has  effectively  cancelled  the 
registrations  and/or  licenses  of  the  top  managers  of  the 
Bicycle  Club,  Mr.  Richard  is  willing  to  continue  to  serve  as 
the  Successor  Trustee,  the  Administrative  Officer  of  the 
Bicycle  Club,  and  the  General  Partner  of  LCP  Associates  Ltd.  on 
a  temporary  basis,  so  that  there  is  no  harm  to  the  Club  or  to 
the  employees  or  to  the  owners  due  to  these  events.   However, 
this  situation  cannot  continue  indefinitely  and  it  is  hoped 
that  the  United  States  Government  will  move  expeditiously  to 
find  a  Successor  Trustee  so  that  Mr.  Richard  can  leave. 

As  we  have  discussed,  Mr.  Richard's  reputation  has 
been  severely  damaged  by  the  media  and  the  attacks  on  the 
United  States'  handling  of  the  Bicycle  Club  and  the  sale  of  its 
interests.   He  is  looking  forward  to  restoring  his  good  name 
and  to  moving  on  to  another  position.   Meanwhile,  he  is  willing 
to  do  whatever  is  necessary  to  preserve  the  Club  and  to  support 
the  employees  during  this  difficult  time  period,  including 
being  at  the  Bicycle  Club  seven  days  a  week.   He  is  already 
available  by  phone  24  hours  a  day,  seven  days  a  week. 

We  understand  that  you  will  be  preparing  all 
appropriate  partnership  notices  and  court  orders  regarding  the 
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appointment  of  the  new  Successor  Trustee.   Please  provide  us 
with  copies  for  our  records. 

We  will  be  preparing  and  submitting  the  Trustee's 
final  report  and  accounting  at  the  time  his  resignation  becomes 
effective  and  a  new  Trustee  is  appointed.   As  we  discussed,  and 
you  approved,  we  plan  to  continue  to  serve  as  Mr.  Richard's 
counsel  unless  he  directs  us  otherwise.   We  understand  that  our 
fees  will  be  paid  accordingly,  including  our  fees  related  to 
his  defense  to  the  present  California  Attorney  General's 
actions  concerning  Mr.  Richard's  management  of  the  Bicycle  Club 
as  Successor  Trustee. 

Mr.  Richard  will  be  tendering  his  final  expenses  to 
you,  and  pursuant  to  earlier  Court  orders  that  the  Successor 
Trustee's  expenses  are  to  be  paid  within  thirty  (30)  days  of 
submission,  we  expect  that  he  will  receive  timely  payment. 

We  are  advising  the  Court  of  these  events  by  copy  of 
this  letter. 

Sincerely, 


Ann  Kane  Smith 
for  SHEPPARD,  MULLIN,  RlCHTER  &  HAMPTON  LLP 
2\S\L01]38«*.LIC2 

cc:   Hon.  Norman  Roettger,  U.S.  District  Court  Judge 
Paul  Fishman,  Esq.,  U.S.  Department  of  Justice 
Harry  Damelin,  Esq.,  U.S.  Senate, 

Permanent  Subcommittee  On  Investigations 
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Senate  fimamnt  Subcommittw 
U.  S.  Department  of  Justice        •"  '"""tigations 

Office  of  Legislative  Affairs 


OfTice  of  the  Assistant  Attonwy  Genciai 


Washinglon.  DC    20530 


April  30,  1996 


Honorable  William  V.  Roth,  Jr. 

Chairman 

Permanent  Subcommittee  on  Investigations 

100  Russell  Senate  Office  Building 

Washington,  D.C.   20510-6262 

Dear  Mr.  Chairman: 

Enclosed  please  find  the  U.S.  Marshals  Service's  responses 
to  the  questions  posed  in  your  letter  of  March  28,  1996, 
following  up  on  the  Subcommittee's  March  19  hearing  on  the 
Department's  Asset  Forfeiture  program  and  the  Bell  Gardens 
Bicycle  Club.   Also  enclosed  is  documentation  related  to  those 
questions . 

Please  do  not  hesitate  to  contact  this  office  if  we  can  be 
of  additional  assistance  on  this  matter. 

Sincerely, 


Enclosures 


Andrew  Fois 

Assistant  Attorney  General 


The  Honorable  Sam  Nunn 
Ranking  Minority  Member 
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1 .  What  was  the  cost  of  the  Bicycle  Club  evaluation  report 
prepared  for  the  Marshals  Service  by  Don  Kelly  and  Company? 

Mr.  Kelly's  business  evaluation  of  the  Bicycle  Club  cost 
$22,748.70.   It  was  filed  as  an  exhibit  in  the  U.S.  District 
Court  for  the  Southern  District  of  Florida  in  December  1995,  for 
the  hearing  concerning  the  management  and  sale  of  the  Club.   It 
was  also  used  for  an  internal  review  of  the  performance  of  the 
Club  and  the  government's  trustee,  and  for  preparation  in 
testifying  before  the  Subcommittee. 

2.  Whom  at  the  Marshals  Service  did  Mr.  Richard  inform  of  Donald 
J.  Shepard's  criminal  history,  and  who  approved  Mr.  Shepard's 
continued  employment  at  the  Bicycle  Club?   Provide  copies  of  all 
correspondence  relating  to  the  employment  of  Donald  J.  Shepard  at 
the  Bicycle  Club. 

Former  Club  General  Manager  George  Hardie  hired  Mr.  Shepard 
as  a  security  consultant  in  1988,  prior  to  any  involvement  of  the 
U.S.  in  the  Club.   Subsequent  to  his  appointment  as  trustee,  Mr. 
Richard  informed  Deputy  U.S.  Marshal  Miller  of  Mr.  Shepard's 
criminal  history  and  that  Mr.  Shepard  worked  for  the  Club  as  a 
consultant  in  surveillance.   Mr.  Richard  also  informed  the  Bell 
Gardens  Police  Department  and  the  California  Department  of 
Justice  regarding  Mr.  Shepard's  criminal  history  and  his  duties. 

3 .  Who  at  the  Marshals  Service  authorized  the  Marshals  Service 
to  split  the  administrative  officer  bonus  with  Mr.  Richard? 

The  authorization  of  the  trustee's  bonuses  was  reviewed  and 
recommended  by  the  Government  Management  Group  (GMG)  by 
consensus.   Its  recommendation  was  reviewed  and  approved  by  U.S. 
District  Court  Judge  Roettger  for  the  Southern  District  of 
Florida. 

4.  Provide  copies  of  all  audit  reports  of  Mr.  Richard's  trustee- 
related  expenses. 

On  March  28,  1996,  the  Marshals  Service  provided  the 
Subcommittee  with  a  copy  of  its  analysis  of  trustee  expenses. 
This  is  included  in  the  January  1996  (revised)  report, 
"Oversight  of  the  Bicycle  Club:   Assessment  of  Internal 
Controls . " 

In  addition,  a  copy  of  the  Price  Waterhouse  review  of  Mr. 
Richard's  trustee-related  expenditures,  issued  on  January  8, 
1996,  is  attached. 
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Finally,  the  Marshals  Service  and  the  Department  of  Justice, 
Office  of  Inspector  General,  authorized  an  audit  conducted  by 
Legalgard,  Inc.  of  the  expenses  of  the  Trustee's  former  attorney, 
Mr.  James  Lisowski .   A  copy  of  this  report  is  attached. 

5.  When  the  Doumani  offer  was  presented  to  the  Marshals 
Service,  did  Mr.  Richard  disclose  his  personal  relationship  with 
Mr.  Cusomano  to  the  Marshals  Service? 

When  the  Doumani  offer  was  presented  to  the  Marshals 
Service,  Mr.  Richard  told  the  GMG  that  he  and  Mr.  Cusomano  were 
on  the  same  tennis  team.   At  that  time,  the  GMG  was  composed  of 
representatives  of  the  Marshals  Service,  United  States  Attorneys' 
Offices  and  the  Asset  Forfeiture  Office. 

6 .  Did  any  representative  of  the  Marshals  Service  ever  meet  or 
have  a  conversation  with  Fred  Doumani,  Rick  Rizzolo  or  Joey 
Cusomano  regarding  a  sale  of  the  United  States '  interest  in  the 
Bicycle  Club?   If  so,  please  identify  the  attendees,  dates,  and 
substance  of  any  such  meetings  or  conversations. 

On  July  20,  1994  Deputy  U.S.  Marshal  Miller  began  a  routine 
background  investigation  on  Mr.  Fred  Doumani  and  Club  Acquisition 
Partners,  the  two  finalist  bidders  for  purchase  of  the 
Government's  interest  in  the  Club.   Deputy  Miller  contacted 
Federal  law  enforcement  agencies  as  well  as  various  state  and 
local  law  enforcement  agencies  in  Nevada  and  California,  and 
searched  relevant  law  enforcement  databases . 

During  the  course  of  the  background  investigation,  Mr. 
Doumani  requested  a  meeting  with  Deputy  Miller  to  convey  to 
Deputy  Miller  that  he  and  his  group  were  legally  and  financially 
capable  of  purchasing  the  Government's  interest  in  the  LCP 
limited  partnership. 

The  meeting  occurred  on  August  15,  1994  and  was  held  in  the 
office  of  the  trustee's  former  attorney,  Mr.  James  Lisowski. 
Mr.  Lisowski  was  not  present.   Mr.  Doumani  cited  former  Senator 
Paul  Laxalt  and  the  former  head  of  the  Federal  Organized  Crime 
Task  Force  in  Kansas  City,  Mo.  as  character  references.   Mr. 
Doumani  also  mentioned  his  relationship  with  casino  executive 
Steve  Wynn  and  some  of  the  business  deals  that  they  had  worked  on 
together,  should  the  government  be  interested  in  investigating 
his  business  bona  fides.   The  meeting  lasted  30-45  minutes. 

Prior  to  the  meeting.  Deputy  Miller  contacted  his  supervisor 
for  approval  and  a  Special  Agent  of  the  FBI  in  Las  Vegas  for 
advice  and  guidance.   To  the  best  of  our  knowledge,  no  Marshals 
Service  personnel  have  met  with  Mr.  Rizzolo  or  Mr.  Cusomano. 
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7.  Did  Mr.  Richard  arrange  for  Mr.  Cusomano's  father-in-law  (Mr. 
Tagamo)  to  receive  a  finder's  fee  or  commission  for  assisting  in 
the  Doumani  offer?   If  so,  provide  a  copy  of  ciny  documentation 
regarding  such  cin  arrangement . 

Mr.  Richard  recently  told  the  Marshals  Service  that  in  his 
second  meeting  in  early  1994  with  Mr.  Doumani  concerning  the 
prospective  bid  on  the  interest  in  the  Bicycle  Club,  Mr.  Doumani 
informed  him  that  he  had  first  heard  of  the  sale  of  the  Bicycle 
Club  from  Mr.  Tagamo.   Mr.  Doumani  then  asked  whether  Mr.  Tagamo 
would  be  entitled  to  a  "finders  fee"  should  the  bid  be  accepted. 
Mr.  Richard  explained  that  any  prospective  finders  fee  would  be 
subject  to  the  conditions  enumerated  in  the  court  ordered  sales 
budget  and  would  be  subject  to  whatever  other  conditions  imposed 
on  the  sale  by  Judge  Roettger.   He  told  Doumani  that  the  fees 
would  range  from  0  to  1  M  percent  of  the  purchase  price,  but 
would  be  subject  to  the  aforementioned  conditions.   Mr.  Richard 
related  to  the  Marshals  Service  that  prior  to  this  meeting,  he 
had  not  communicated  with  Mr.  Tagamo. 

Mr.  Richard  also  told  the  Marshals  Service  that  he  signed  a 
letter  with  Messrs.  Doumani  and  Tagamo  regarding  the  finders  fee. 
He  stated  that  the  letter  signified  his  agreement  with  the 
prospective  arrangement;  if  the  Doumani  bid  were  accepted,  Mr. 
Tagamo  would  receive  a  fee  not  to  exceed  1-M  percent  of  the  sale, 
subject  to  the  approval  of  Judge  Roettger.   Mr.  Richard 
characterized  this  agreement  as  a  standard  one  which  had  also  had 
been  executed  by  Club  Acquisition  Partners.   According  to  Mr. 
Richard,  this  and  other  documentation  concerning  this  prospective 
arrangement  are  currently  in  the  possession  of  his  former 
attorney,  Mr.  James  Lisowski .   Although  the  Department  of  Justice 
is  attempting  to  obtain  copies  of  these  documents,  so  far,  Mr. 
Lisowski  has  refused  to  comply. 

8.  Who  at  the  Marshals  Service  consented  to,  or  in  any  way 
approved,  Mr.  Richard  spending  $797,173.00.  on  political 
contributions  in  1995? 

It  was  known  to  the  GMG  that  the  Bicycle  Club  and  its 
General  Manager  had  a  long  history  of  making  political 
contributions  to  various  political  figures  in  California.   In 
August,  1995,  the  Marshals  Service  orally  instructed  the  trustee 
not  to  make  political  contributions  on  behalf  of  the  Club. 

In  a  meeting  in  October  1995,  Mr.  Hardie,  then  General 
Partner  of  PPA,  complained  to  the  Marshals  Service  that  the  club 
was  not  doing  enough  to  influence  local  elections  and  referenda 
on  gaming  in  Southern  California.   The  Marshals  Service  took  the 
position  that  the  limited  partners  could  use  their  own  resources 
to  make  contributions,  but  that  the  U.S.  Government  should  not  be 
involved  in  local  elections  or  referenda. 
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On  November  1,  1995  officials  of  the  Marshals  Service  and 
the  Asset  Forfeiture  Office  of  the  Criminal  Division  met  with  the 
trustee.   During  that  meeting,  the  trustee  was  asked  what  actions 
he  had  taken  with  respect  to  the  referenda  which  were  pending  in 
the  state  of  California  to  authorize  additional  card  clubs.   The 
trustee  acknowledged  that  he  had  been  instructed  by  the  Marshals 
Service  not  to  make  contributions  to  individuals  and  had  stopped 
doing  so.   He  stated,  however,  that  he  had  made  contributions  to 
committees  which  were  distributing  information  to  local  voters 
urging  them  not  to  approve  the  referenda.   The  trustee  stated 
that  he  had  not  informed  the  Marshals  Service  or  Department  of 
Justice  about  his  actions  because  he  knew  that  its  officials 
would  have  opposed  such  contributions. 

Subsequently,  the  trustee  was  requested  to  provide  the 
Marshals  Service  with  a  report  on  political  contributions  made  by 
the  Club.   A  review  of  the  contribution  records  indicated  that 
the  Club  had  continued  to  make  contributions  to  individuals  and 
had  made  sizable  contributions  in  support  of  its  opposition  to 
the  referenda.   Further,  the  trustee's  report  indicated  that  the 
Club  contributed  $648,408.98  in  political  contributions  in  1995. 
After  reviewing  this  information  the  Department  of  Justice 
directed  that  all  such  contributions  stop  immediately. 

9.  Provide  copies  of  all  checks  (front  and  back)  paid  in  1995  by 
the  following  Bicycle  Club  sponsored  political  committees  (Public 
Information  Service,  Califomians  Against  Gaming  Expansion, 
Concerned  Taxpayers  of  California) . 

The  checks  written  by  the  committees  have  never  been  in  the 
possession  of  the  U.S.   We  have  been  advised  that  the  documents 
at  issue  are  evidence  in  state  and  local  proceedings.   The 
Bicycle  Club  has  been  requested  by  the  State  of  California  not  to 
investigate  these  issues  during  the  pendency  of  one  of  these 
proceedings.   Nevertheless,  the  Department  of  Justice  has 
contacted  the  state  of  California  to  determine  whether  we  may 
obtain  copies  of  these  checks.   Should  we  obtain  copies  of  these 
checks  we  will  forward  them  to  you. 

10.  Does  the  Marshals  Service  plcin  to  remove  Mr.  Richard  as 
administrative  officer,  as  recommended  in  your  suirvey? 

Attached  is  the  interim  status  report  filed  in  U.S .  v. 
Kramer  on  April  22,  1996.   As  the  report  states,  we  have  asked 
for  and  received  the  resignation  of  the  trustee,  effective  upon 
the  appointment  of  his  successor.   When  a  new  trustee  is 
appointed,  we  will  recommend  that  he  or  she  not  occupy  the 
position  of  administrative  officer. 
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11.   Provide  copies  of  all  bills  for  expenses,  excluding  legal 
fees,  incurred  by  Mr.  Richard  and  to  be  paid  by  the  Government  in 
preparation  for  Mr.  Richard's  appearamce  before  the  Subcommittee 
on  March  19,  1996.   This  should  include,  but  not  be  limited  to, 
charges  for  public  relations  consultants,  professional  advisors 
cind  studio  time . 

Mr.  Richard  has  presented  the  Marshals  Service  with  bills 
for  travel  to  Washington  for  these  purposes .   Copies  of  these 
bills  are  attached.   Mr.  Richard  has  not  presented  the  Marshals 
Service  with  bills  for  professional  preparation  for  his 
appearance  before  the  Subcommittee.   Should  Mr.  Richard  submit  a 
bill  for  these  services,  the  Marshals  Service  will  forward  it  to 
the  Subcommittee . 
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EXHIBIT  #       3a- 
United  States  Marshals  Service 


Director  600  Anny  Navy  Drive 

Ariuigm.  VA  222n-42lO 

June  3,   1996 

The  Honorable  William  V.  Roth,  Jr. 
104  Hart  Senate  Office  Building 
Washington,  DC.  20501 

Dear  Senator  Roth: 

This  is  to  provide  you  with  an  interim  status  report  on  the  government's  effort  to  divest  its 
interest  in  the  Bicycle  Club  Casino. 

As  you  may  know,  on  April  22,  1996,  at  the  request  of  the  Marshals  Service, 
Mr  Harry  Richard  submitted  his  resignation  as  Successor  Trustee  for  the  Club,  effective  upon 
the  appointment  of  his  replacement    As  we  have  told  your  staff,  the  Department  of  Justice  has 
recommended  that  Mr.  Frederick  S.  Wyle  be  appointed  to  this  position.  Mr.  Wyle  has  extensive 
experience  as  a  trustee  and  receiver,  handling  the  disposition  of  numerous  complicated  and 
troubled  assets.  He  already  has  received  a  provisional  gaming  license  from  the  State  of  California. 

Motions  are  currently  pending  before  the  U.S.  District  Court  in  the  Southern  District  of 
Florida  for  an  expedited  briefing  and  hearing  schedule  on  Mr.  Wyle's  appointment.  We  are 
hopefiil  that  the  Court  will  approve  our  request  soon. 

In  the  interim,  we  have  engaged  KPMG  Peat  Marwick  to  conduct  an  operational  and 
financial  review  of  the  Club  to  assure  that  it  operates  properly  during  the  transition.  In  addition, 
we  have  begun  the  process  of  identifying  replacements  for  the  Club's  senior  managers.  The  new 
management  team  will  be  appointed  by  the  new  trustee  after  they  have  secured  all  required 
licensing  and  permits  from  the  State  of  California  and  the  City  of  Bell  Gardens 

Substantial  progress  has  been  made  in  the  negotiations  with  Ladbroke  Racing 
Corporation.  We  have,  however,  asked  the  Court  for  an  additional  30  days  to  allow  the  new 
Trustee  to  review  a  number  of  legal  and  economic  issues  raised  by  the  potential  agreement 

As  the  Deputy  Attorney  General's  staff  discussed  with  Mr.  Harry  Damelin,  I  will  report 
back  to  you  again  on  or  about  July  1,  1996    In  the  meantime,  if  you  have  any  questions  please  do 
not  hesitate  to  contact  me. 


Sincerely, 


Eduardo  Gonzalez 
Director 
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Accounting  and  Information 
Management  Division 


B-271911 

June  26,  1996 

The  Honorable  William  V.  Roth,  Jr. 
Chadrman,  Permanent  Subcommittee  on 

Investigations 
Committee  on  Governmental  Affairs 
United  States  Senate 

Dear  Mr.  Chairman; 

This  letter  responds  to  your  request  for  a  review  of  disbursemerits  made  from  1993 
through  1995  from  the  U.S.  Marshals  Service's  seized  asset  deposit  fund  (SADF)  for 
the  Central  District  of  CaUfomia.  Specifically,  we  assessed  whether  a  sample  of  the 
.  total  $21.4  miUion  of  disbursements  and  $93.3  miUion  of  transfers  made  during  that 
period  from  the  Central  District's  SADF  were  appropriate,  including  whether  they 
were  properly  supported  and  authorized.  For  the  sample  of  disbursements  related 
to  seized  real  property,  we  also  determined  whether  the  subject  property  appeared 
to  be  properly  msinaged. 

The  U.S.  Marshals  Service  (USMS)  is  responsible  for  managing  property,  such  as 
financial  instruments  or  personal  or  real  property,  seized  by  investigative  agencies 
primarily  within  the  Department  of  Justice.   Currency  that  is  seized  and  income 
received  from  seized  rental  properties  are  deposited  into  the  SADF.     As  of 
December  31,  1995,  the  balance  in  the  SADF  for  the  Central  District  was  $59.1 
mUhon.   According  to  USMS  policy,  authorized  disbursements  from  this  fund 
primarily  include  (1)  remittances  back  to  owners,  (2)  payments  to  innocent  third 
parties,  and  (3)  mortgage  payments  to  the  extent  of  rental  income  received  on 
property.    Disbursements  for  other  purposes  also  may  be  made  in  response  to  court 
orders  authorizing  such  disbursements.    Funds  may  also  be  transferred  from  the 
SADF  to  the  asset  forfeiture  fund'  upon  forfeiture  of  the  seized  property  to  the 
government. 


'The  asset  forfeiture  fund  is  administered  by  USMS  and  is  used  to  hold  proceeds  of 
forfeitures  and  to  finance  program-related  expenses,  as  well  as  certain  law 
enforcement  activities  directly  related  to  the  asset  forfeiture  program. 

GAO/AIMD-96-U4R   Review  of  SADF  Disbursements 
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To  perform  our  review,  we  selected  a  sample  of  110  disbursements  and  58  trar\sfers 
made  from  1993  through  1995  from  the  Central  District's  SADF  as  recorded  in 
USMS'  Financial  Management  System.    In  addition,  we  gained  an  understanding  of 
the  disbursement  process  in  place  at  the  time  of  our  fieldwork. 

RESin.TS  IN  RRTF.F 

Concerning  the  propriety  of  the  disbursements  we  reviewed,  we  identified  part  of 
one  disbursement  which  was  not  paid  consistent  with  the  related  court  order.   The 
court  order  stipulated  that  certain  expenses  be  paid  from  sales  proceeds;  however, 
such  expenses  were  paid  from  rental  collections.   In  addition,  we  were  unable  to 
determine  the  appropriateness  of  three  other  disbursements  in  our  sample  due  to 
lack  of  supporting  documentation.   We  also  found  internal  control  weaknesses, 
some  of  which  were  due  to  a  lack  of  adherence  to  written  policies  and  procedures, 
that  could  result  in  unauthorized  transactions  being  processed  and  not  detected. 
These  weaknesses  consisted  of  (1)  disbursements  and  transfers  that  were  not 
properly  authorized  or  that  were  authorized  after  the  transaction  occurred  and  (2)  a 
lack  of  adequate  segregation  of  duties  over  the  disbursement  process.    Further,  we 
also  found  inadequate  management  of  seized  real  property,  includii\g  instances 
where  property  deteriorated  because  of  inadequate  maintenance  and  mortgages 
■  were  paid  late.   Because  of  these  property  management  problems,  the  federal 
government  has  incurred  uimecessary  losses. 

INTERNAL  CONTROLS  OVER 
PROCESSING  DISBURSEMENTS 
AND  TRANSFERS 

Proper  authorizations,  supporting  documentation,  and  segregation  of  duties  are  key 
to  ensuring  that  disbursements  and  transfers  are  appropriate.   As  part  of  our 
review,  we  reviewed  written  procedures  and  tested  selected  transactions  to 
determine  if  such  processes  and  internal  controls  were  in  place  for  disbursements 
and  transfers  from  the  SADF. 

Authorizations  provide  assurance  that  designated  staff  have  reviewed  transactions 
for  accuracy  and  approved  them  prior  to  payment.   In  accordance  vidth  USMS 
procedures,  certifying  officers  review  the  supporting  documentation  for  a 
disbursement  and  sign  the  voucher.   Prior  to  signing  a  check,  disbursing  officers 
ensure  that  the  voucher  has  been  certified.    Both  certifying  and  disbursing  officers    • 
are  required  to  be  approved  by  USMS  headquarters  before  they  can  authorize 
disbursements.    We  found  the  following  instances  in  which  disbursements  and 
transfers  were  not  properly  authorized  or  were  authorized  after  the  transaction 
occurred: 


GAO/ALMD-96-114R     Review  of  SADF  Disbuisements 
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-  A  disbursement  made  from  rent  collections  to  a  lienholder  included  $5,037 
for  hazard  insurance,  legal  fees,  and  appraisal  fees.   However,  based  on  a 
court  order,  only  principal  and  interest  should  have  been  paid  from  rents 
collected.   Advances  for  unpaid  hazard  insurance,  legal  fees,  and  appraisal 
fees  were  to  be  paid  from  proceeds  of  the  future  sale  of  the  property. 

Eight  vouchers  totaling  $761,319  from  our  sample  of  disbursements  were 
certified  by  an  individual  who  was  not  approved  by  USMS  headquarters  to 
certify  vouchers.   Two  other  vouchers  totaling  $55,710  were  certified  and  one 
check  for  $572,644  was  signed  by  an  individual  prior  to  receiving  USMS 
headquarters  approval  to  function  as  a  certifying  or  disbursing  officer. 

-  All  certifications  for  the  transfers  we  reviewed  were  signed  after  the 
transaction  occurred.   Fifteen  were  certified  more  than  1  week  after  the 
transactions  occurred,  and  there  was  no  certification  for  three  trsinsfers  made 
in  1994  and  1995. 

Maintaining  proper  supporting  documentation,  such  as  vouchers  and  court  orders 
authorizing  transactions,  is  essential  for  ensuring  validity  and  for  audit  trail 
purposes.    We  found  the  following  instances  in  which  adequate  supporting 
documentation  was  not  provided: 

-  We  were  unable  to  review  the  original  case  files  for  13  of  the  110 
disbursements  and  11  of  the  58  transfers.  According  to  the  Central  District, 
these  case  files  had  been  microfilmed  and  sent  to  archives;  however,  it  was 
unable  to  locate  the  original  files  and  did  not  have  a  usable  microfilm  reader 
available  to  review  the  copied  files.  We  subsequently  requested  that  support 
be  provided  for  9  of  the  13  disbursements  that  we  judgmentaUy  selected  due 
primarily  to  the  nature  of  the  check  payee  (e.g.,  checks  issued  to  individuals 
or  private  companies  as  opposed  to  other  government  agencies).  USMS  was 
unable  to  provide  support  for  two  disbursements  totaling  $38,867. 

-  USMS  could  not  provide  adequate  supporting  documentation  for  a  $17,456 
disbursement.   The  case  file  included  instructions  from  the  U.S.  Attorney  to 
"comply  with  the  attached  order";  however,  the  attached  order  and  other 
supporting  documentation  within  the  file  did  not  identify  the  vendor  that  was 
paid. 

Proper  segregation  of  duties  ensures  that  no  individual  controls  all  key  duties  of  a 
transaction  and  reduces  the  risk  that  unauthorized  checks  could  be  written  and 
diverted.    In  the  Central  District,  we  found  inadequate  segregation  of  duties, 
because  the  same  individucd  (1)  manually  types  payee  information  on  the  check. 


GAO/AIMD-96-1 14R     Review  of  SADF  Disbursements 


165 


B-271911 

(2)  enters  the  check  information  into  the  accounting  system,  (3)  presents  the  check 
for  signature,  and  (4)  is  typically  also  responsible  for  the  distribution  of  those 
checks. 

In  connection  with  gaining  an  understanding  of  the  disbursement  process  in  place  at 
the  time  of  our  review,  we  found  the  following  two  additional  problems: 

-  In  13  instances,  USMS  was  not  timely  in  issuing  checks  or  transferring  funds. 
Timely  disbursements  are  equitable  for  recipients  and  timely  transfers  are 
important  so  that  funds  do  not  remain  in  the  SADF  unnecessarily.   In 
addition,  USMS  policy  requires  that  funds  be  transferred  to  the  asset 
forfeiture  fund  within  30  days  upon  receipt  of  instructions  to  do  so.   In  2 
instances,  it  took  USMS  over  5  months  to  issue  a  check,  and  in  1 1  instances 
it  took  USMS  over  30  days  to  transfer  funds  from  the  SADF  to  the  asset 
forfeiture  fund.   In  one  of  these  instances,  it  took  USMS  over  2  years  to 
transfer  the  funds. 

-  Transfers  within  the  SADF  (e.g.,  when  there  is  a  change  in  case  numbers)  do 
not  involve  actual  disbursements,  however  such  transactions  are  recorded  in 
the  accounting  system  and  reported  as  both  a  disbursement  and  a  collection. 
As  a  result,  reported  disbursement  and  collection  activity  is  often 
significantly  overstated.   For  example,  our  sample  included  16  transfers, 
totaling  approximately  $3.5  miUion,  which  represented  appropriate 
transactions  within  SADF,  but  not  actual  disbursements. 

REAL  PROPERTY  MANAGEMENT 
IS  INADEQUATE 

Our  review  of  disbursements  involving  payments  to  maintain  or  manage  real 
property  revealed  instances  of  inadequate  property  management  during  the  period 
covered  by  our  review.   USMS'  Central  District  of  California  contracts  with  a 
property  management  company  to  perform  the  day-to-day  management  of  seized 
real  property  and  is  responsible  for  overseeing  the  contractor.   The  property 
management  objective  is  to  provide  efficient  and  effective  management  and  disposal 
of  seized  and  forfeited  property  as  well  as  to  maintain  the  value  and  condition  of 
the  property.    We  found  similar  property  management  problems  as  those  previously 
reported  in  our  high-risk  series  reports'  and  by  the  Department  of  Justice's  Office  of 
Inspector  General.   Examples  of  poor  property  management  found  during  our 
review  include: 

A  78-acre  horse  ranch,  race  track,  and  training  facility  with  one  main 
residence,  a  heated  pool,  one  apartment,  and  other  structures  was  seized  in 


^High-Risk  Series:  Asset  Forfeiture  Programs  (GAO/HR-95-7,  February  1995). 
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November  1989  and  appraised  for  $4.69  million  in  March  1990.   Subsequent 
appraisals  indicated  a  trend  in  declining  values  with  one  dated  August  1995 
showing  a  value  of  $523,000.   Over  these  5  years,  the  property  remained  idle 
and  deteriorated  as  evidenced  by  photographs  in  the  file  which  showed 
significant  deterioration  and  vandalism.   In  addition,  inspection  reports 
prepared  by  USMS  and  the  property  manager  state  that  the  property  is 
"trashed,"  "demolished,"  "a  fire  hazard,"  "in  a  dangerous  condition,"  and  that 
the  "buildings  are  near  coUapse."   An  inspection  report  dated  May  1992  stated 
that  a  500-foot  fence  had  been  installed,  and  that  "many  tons  of  trash  had 
been  dumped." 

Despite  the  sigruficant  original  appraised  value  of  and  vandalism  to  this 
property,  USMS  had  orUy  paid  approximately  $25,000  through  April  1996  to 
manage  and  maintain  this  property,  including  about  $130  a  month  in 
management  fees.    Due  to  the  significant  deterioration  of  this  property  and  a 
stipulation  in  a  1993  court  order  which  guarantees  the  owner  $1.25  miUion 
once  the  property  is  sold,  a  significant  loss  could  be  incurred  by  the  federal 
government. 

An  18-iinit  apartment  building  was  seized  in  February  1991.    WMe  in  USMS' 
possession,  the  property's  roof  suffered  serious  maiintenance  problems, 
thereby  exposing  the  government  to  potential  liabilities.   In  January  1993,  one 
of  the  tenants  reported  that  her  entire  bedroom  ceiling  had  collapsed  and  by 
February  1993,  eight  of  the  eighteen  uiuts  could  not  be  rented  due  to  the 
condition  of  the  roof.   In  addition,  mortgage  payments  on  this  property  were 
paid  late.   The  property  was  eventucdly  turned  over  to  the  lienholder  in  April 
1994  at  a  loss  to  the  federal  government  of  approximately  $105,000. 

-        A  five-unit  rental  property  was  seized  in  Januciry  1991.    Each  month,  the 
property  management  company  collected  rents  from  the  tenants,  deducted 
the  mortgage  amount,  and  submitted  the  remainder  to  USMS  to  be  deposited 
into  SADF.   In  April  1995,  USMS  received  a  letter  from  the  lienholder 
informing  them  that  the  mortgage  was  overdue  by  over  a  year's  worth  of 
mortgage  payments.   USMS  paid  the  lienholder  over  $25,000  in  June  1995, 
which  included  principal,  interest,  late  fees,  appraisal  fees,  legal  fees,  and 
hazard  insurance  from  the  SADF.   As  of  the  completion  of  our  fieldwork, 
USMS  had  not  reconciled  with  the  property  management  company  the 
deficiency  in  the  mortgage  payments. 

AGENCY  COMMENTS 

We  provided  a  draft  of  this  report  to  officials  of  the  U.S.  Marshals  Service  for  their 
comment.    In  general,  they  agreed  with  our  findings  and  acknowledged  that 
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significant  problems  existed  in  the  management  of  seized  assets  in  the  Central 
District  of  California  during  the  time  period  covered  by  our  review.   They  told  us 
that  the  senior  district  management  team,  established  in  late  1994,  and  headquarters 
have  undertaken  a  concerted  and  continual  effort  to  rebuild  the  district's  seized 
asset  unit  Including  taking  the  following  key  actions: 

Headquarters  provided  stafiing,  training,  and  automated  data  processing 
resources  to  assist  in  the  district's  ongoing  efforts  to  reconstruct  and 
reconcile  old  case  files. 

-  The  district  was  allocated  additionad  persormel  and  is  recruiting  for  experts 
in  real  estate  and  property  management 

-  In  May  1995,  the  district  and  headquarters  reconciled  their  records  to  ensure 
that  the  documentation  of  authorized  certifying  and  disbursing  officers  was 
consistent. 

-  Headquarters  recently  engaged  independent  public  accountants  to  (1)  audit 
the  past  and  present  performance  of  the  district's  real  property  management 
contractor  and  (2)  review  the  district's  real  property  inventory  and  assist  the 
district  in  expediting  appropriate  disposition  of  properties  held. 


Our  sample  of  110  disbursements  included  all  disbursements  of  $100,000  or  more,  a 
random  sample  of  disbursements  less  than  $5,000,  and  a  judgmental  sample  of  the 
remaining  unselected  disbursements.   The  sample  of  58  transfers  included  all 
transfers  of  at  least  $500,000,  a  judgmental  sample  of  transfers  less  than  $500,000, 
and  a  random  sample  of  the  remaining  unselected  transfers.   These  samples 
represented  about  74  percent  and  38  percent  of  the  Central  District's  total 
disbursements  and  transfers,  respectively,  made  from  1993  through  1995.   We 
selected  our  samples  from  the  Central  District's  Financial  Management  System  and 
relied  on  those  records  as  being  complete.   Due  to  time  constraints,  the  scope  of 
our  work  did  not  include  performing  reconciliations  of  bank  accounts  or  other  audit 
procedures  to  verify  the  completeness  of  our  population.   We  performed  our  work 
from  April  through  May  1996  in  accordance  with  generally  accepted  government 
auditing  standards. 
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We  are  sending  copies  of  this  letter  to  the  Director  of  the  U.S.  Marshals  Service  and 
U.S.  Marshal  for  the  USMS  Central  District  of  California.   If  you  need  further 
ii\formation,  please  contact  me  at  (202)  512-9510,  or  Gary  Engel,  Assistant  Director, 
at  (202)  512-8815. 


'Gregory  M.  ftoUoway 
Director,  Govemmentwide  Audits 


(901700) 
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Senate  Pernianeflt  Subcommittai 
m  InvBstiptioos 

EXHIBIT  «»      -34 


U.  S.  Department  of  Justice 

Office  of  the  Deputy  Attorney  General 


Aj'Oci.iIS  rV:pu;y  Auonxy  Ccnerul 


WojA/«{i«r  OC.  2n5iO 

July  10,  1996 


Mr,  Harry  Darnel in 

Staff  Director  ^and  Chief  Counsel 

Permanent  Subcommittee  on  Investigations 

100  Russell  Building 

Washington,  D.C.   20510 

Dear  Harry: 

AS  we  discussed,  I  am  writing  to  provide  you  with  an  interim 
status  report  on  the  Government's  efforts  to  dispose  of  its 
interest  in  the  Bicycle  Club. 

I  am  pleased  to  report  that  on  June  28,  the  District  Court 
for  the  southern  District  of  Florida  accepted  the  resignation  of 
Trustee  Harry  Richard  and  issued  an  Order  appointing  Frederick  S. 
Wyle  as  the  new  Successor  Trustee  for  the  Government's  interest 
in  the  Bicycle  Club.   I  have  enclosed  a  copy  of  the  Court's 
Order.   We  believe  the  Court's  actions  were  important  preliminary 
steps  toward  concluding  the  Government's  involvement  in  tJ:ie 
Bicycle  Club. 

Although  the  Court  did  not  hold  its  hearing  until  the  end  of 
June,  the  new  Successor  Trustee  has  been  consulting  on  Bicycle 
Club  matters  since  the  Government  announced  its  intention  to  seek 
his  appointment  in  early  May.   In  particular,  Mr.  Wyle  has  been 
involved  in  discussions  with  attorneys  for  the  Ladbroke  Racing 
Corporation,  with  whom  we  hope  soon  to  reach  agreement.   The 
Court  has  ordered  the  Successor  Trustee  to  report  on  those 
negotiations  by  the  end  of  July,  and  we  will  be  pleased  to 
furnish  you  with  a  copy  of  the  report  at  the  same  time. 

As  always,  please  feel  free  to  call  me  with  any  questions  or 
concerns.   I  have  also  included  an  article  from  today's  New  York 
Times  about  the  Kenmore  Hotel,  which  I  thought  you  might  find  of 
interest. 

Sincerely, 

PauJ.'  J.  Fish.tian 

Associate  Deputy  Attorney -General 
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Bnitcd  States  Senate 

COMMITTEE  ON 
GOVERNMENTAL  AFFAIRS 

WASHINGTON,  DC  20510-6250 


SAiate  .>emiaiKirt  Sabcommitiea 
an  fn»estig3lio« 

EXHIBIT  #      35 


July  16,  1996 


The  Honorable  Eduardo  Gonzalez 

Director 

United  States  Marshals  Service 

600  Army  Navy  Drive 

Arlington,  Virginia  22202 

Dear  Director  Gonzalez: 


Thank  you  for  the  June  3  and  July  10,  1996  interim  reports  on  the  Bicycle  Club  that  you 
and  Paul  Fishman  of  the  Department  of  Justice  have  sent  the  Subcommittee  in  response  to  the 
request  I  made  at  the  March  19,  1996  hearing. 

While  I  am  pleased  to  hear  that  you  have  a  new  trustee  in  place  at  the  Bicycle  Club,  I 
remain  concerned  that  the  federal  government  has  not  yet  extricated  itself  from  the  club.  When 
Mr.  Kenneth  Holecko  of  the  Marshals  Service  testified  at  our  March  19,  1996  hearing,  he  gave 
me  the  impression  that  a  sale  of  the  government's  interest  was  about  to  take  place.  In  fact,  in 
nearly  four  months  since  the  hearing,  it  is  my  understanding  that  the  government  has  yet  to 
receive  any  earnest  money  and  has  not  even  entered  into  a  binding  sales  agreement. 

Because  of  my  continuing  concern  about  this  matter,  I  ask  that  you  provide  me  with 
written  updates  every  sixty  days  on  the  status  of  the  government's  efforts  to  dispose  of  its 
interest  in  the  club,  until  such  time  as  the  government  has  divested  itself  of  that  interest 
completely.  Please  send  your  updates  to  the  attention  of  Harold  Damelin,  Staff  Director  and 
Chief  Counsel  of  the  Subcommittee.  He  may  be  reached  at  (202)  224-3721. 


Thank  you  for  your  attention  to  this  matter. 


Sincerely, 


William  V.  Roth,  Jr, 
Chairman 

Permanent  Subcommittee 
on  Investigations 


cc:    Paul  J.  Fishman 

Associate  Deputy  Attorney  General 
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